
A. CBO STUDY The Federal Buildings Program:
Authorization and
Budgetary Alternatives

June 1983

Congress of the United States
Congressional Budget Off ice

,„;?>,.•

fmy:
fe-; 1





THE FEDERAL BUILDINGS PROGRAM:
AUTHORIZATION AND BUDGETARY ALTERNATIVES

June 1983

Congress of the United States
Congressional Budget Office



NOTES

Unless otherwise noted, all years referred to in this
paper are fiscal years.

Estimates in the text and tables could be made
obsolete by the forthcoming release of the General
Services Administration's new five-year plan.



PREFACE

Current interest in reducing long-term federal costs has given rise to
several recent legislative proposals designed to improve program accounta-
bility and cost disclosure for the General Services Administration's federal
buildings program. Concern for strengthening program review, reducing
future requirements, and assuring an appropriate level of federal construc-
tion and ownership of work space have been the focus of these proposals.
This paper, undertaken at the request of the chairmen and ranking minority
members of the Senate Committee on the Budget and the Senate Commit-
tee on Environment and Public Works, provides an analytical basis for the
Congress1 consideration of changes in the buildings program. The paper
addresses various specific questions raised by the committees and presents
additional background information.

Earl A. Armbrust, William A. Isaacson, and R. Mark Musell of the
General Government staff of CBO's Office of Intergovernmental Relations
prepared the paper under the general supervision of Stanley L. Greigg.
Numerous staff members of the General Services Administration also
provided essential information. Special thanks go to Johanna Zacharias,
who edited the study with the assistance of Nancy H. Brooks, and to Mary
Pat Gaffney, who typed the various drafts and prepared the paper for
publication. In keeping with CBO's mandate to provide objective analysis,
the study offers no recommendations.

Alice M. Rivlin
Director

June 1983
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SUMMARY

Under the federal buildings program, the General Services Administra-
tion (GSA) acts as the federal government's builder and property manager,
overseeing an inventory of office, warehouse, and other space totaling some
230 million square feet. An estimated 880,000 civilian employees work in
GSA-managed facilities, about half in government-owned space and half in
space leased from the private sector. (The remaining 1.2 million federal
civilian personnel work in special facilities, such as military installations,
that lie outside GSA's property jurisdiction.)

Since the building program began in 1975, its annual costs have risen
by more than two-thirds, from $1 billion to $1.7 billion today. Three activi-
ties account for 60 percent of program costs: capital investment in con-
struction, repair, and alteration of facilities; leasing of space from the pri-
vate sector; and purchase contracting for construction of space financed by
agency borrowing from the private sector. Cost growth, along with concern
for cost disclosure and program accountability, have drawn Congressional
attention to three questions:

o How could Congressional review of program costs and activities
be strengthened?

o How could future leasing costs be reduced? and

o Should the government construct or lease the space it needs?

CONGRESSIONAL DECISIONMAKING

As in many other federal programs, funding for space needs undergoes
a two-part Congressional approval process--authorization and appropriation.
Authorization for major projects under the aegis of the Senate and House
committees on public works may be granted after review of prospectuses
detailing project plans. Appropriation acts set limits on the level of com-
mitments for the full program and for each of its major components, includ-
ing new construction projects. Critics have cited deficiencies in both stages
of the process.
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Authorization Concerns

Authorizing committees review some 100 project prospectuses each
year. Because prospectuses do not all come in at one time, they are diffi-
cult to rank in order of priority. This also makes the authorization process
difficult to coordinate with the appropriations process, which is geared to
preparation of annual appropriation bills. Deficiencies also appear in GSA's
plans, which give no information on criteria for project priorities, on pro-
grammatic alternatives under different assumptions, or on the outlay
effects of particular proposals.

Appropriations Concerns

Unlike other programs financed through direct appropriations recorded
as budget authority, federal buildings program activities are financed by
standard level user charges (SLUCs), rent-like fees collected from tenant
agencies. These collections are deposited into the Federal Buildings Fund
(FBF), an intragovernmental account from which funds are committed to
program activities through the appropriations process. Program outlays are
calculated as the difference between payments to and from the fund. In the
absence of budget authority, the cost of the federal buildings program is
difficult to compare with other programs and to track within the budget
process. Moreover, the netting of outlays results in amounts small enough
to escape the Congressional scrutiny that full program spending levels would
warrant.

Without budget authority, the FBF uses three cost measures to record
SLUG income committed to various activities. Budgetary obligations record
commitments entered into under each program activity; new obligational
authority, which appears as limiting language in appropriation acts, sets an
upper bound on new commitments under the program; and total obligational
authority represents the upper bound on total program commitments—those
under new authority and those carried over from past years. Because obli-
gations and obligational authority recorded for leasing and purchase con-
tracts in any given year cover only that year's required payments, full pro-
gram requirements—including payments required in future years—are diffi-
cult to assess. Obligations for construction, on the other hand, record total
commitments for a project in the year the contract is awarded. This im-
pedes comparing one activity against others in setting program priorities.

Policy Choices

The Congress is considering several modifications to the current sys-
tem to strengthen its control over the federal buildings program and to
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improve decisionmaking. As always, the Congress could continue the cur-
rent system, which, by netting outlays, tends to insulate acquisition deci-
sions from short-run budgetary consideration.

Option 1—Establish Annual Authorization and Planning. Public works
committees could report annual authorization bills for consideration by the
entire Congress. Such a process would encourage assigning priorities to
projects, improve long-term planning, and assist in coordinating with the
work of the appropriations committees. Critics would oppose including the
entire Congress in the authorization process, fearing both the complications
associated with another layer of decisionmaking and also possible project
trading. Such critics would also contend that the setting of annual limits in
appropriations acts offers ample opportunity for controlling the FBF.

Option 2—Require Full Funding of Multi-Year Leases. The budget
could account for the full costs of multi-year leases in the year of contract
award. If implemented in 1985, this accounting change would result in a
one-time increase in obligations of some $3.*f billion, reflecting distant out-
year commitments under existing leases. If limited to new leases only, the
first-year increase would fall to $0.7 billion. This option would allow better
recognition of the program's full demands on federal resources, but it would
require additional funding. Critics would note that the current system has
the advantage of allowing for the association of costs concurrently with the
use of the resources, and that, under full funding, strong disincentives to
multi-year leasing could arise.

Option 3—Establish Budget Authority. The FBF could be restructured
to show budget authority either by recording the use of SLUG income as
budget authority in the FBF account, or by eliminating this financing system
altogether in favor of direct appropriations. Either approach would facili-
tate both the weighing of FBF program costs against other demands on the
budget and the tracking of the program within the budget process. Critics
would contend that the current system provides sufficient program control.
With regard to abolishing the SLUG system in favor of direct budget author-
ity, they could claim that, in light of current budgetary contraints, the
present system encourages agencies to economize on space.

Option 4-—Show Gross Outlays. Restructuring the FBF account to
show gross outlays rather than budget authority, would facilitate strength-
ening Congressional control over the account without making changes in
SLUG financing or the appropriations process necessary. The accounting
changes, requiring a shift of building outlays from operating agencies to the
FBF account, would result in a one-time increase in FBF outlays, offset by
corresponding reductions in the outlays of tenant agencies. Critics would
charge that the accounting changes required by the option are too unconven-
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tional, and that creating budget authority is a more straightforward ap-
proach to strengthening Congressional control of the FBF.

BUDGET HISTORY AND FUTURE REQUIREMENTS

Annual federal buildings fund requirements—having risen by $0.7 bil-
lion since 1976—are driven primarily by factors largely beyond the control
of GSA. For leasing—the program's largest activity—growth totaled about
65 percent over the period, 1976-1982. Growth for all program components
primarily reflects rising costs of the goods and services that GSA purchases.
Overall, the program shows little real growth. Nonetheless, program costs
for leasing and other activities and planning strategies to determine future
requirements are still of concern to the Congress.

Future Requirements

Assuming no appreciable change in the number of personnel requiring
office space or in the amount of space assigned to each worker, the inven-
tory of all types of space would decline slightly over the coming five years,
from the present 230 million square feet to 223 million. The decline would
result from disposal (that is, sale as surplus) of obsolete storage and other
facilities. New obligational authority would rise by about 60 percent, from
$1.9 billion to more than $3 billion, primarily reflecting increased unit
prices. Within these totals, each major component of the program would
show growth, as would SLUG income.

Among the major program activities, annual capital investments are
projected to show the largest growth—more than 200 percent, or $0.5 bil-
lion, because of expected increases in SLUG collections. Lease costs will
rise some $0.4 billion, or about 50 percent, reflecting inflation, changes in
the composition of the inventory, and renegotiated leases. As projects now
under construction are completed, the portion of the federal inventory con-
sisting of owned office space will increase slightly to just above 56 percent
over a ten-year period.

Alternative Planning Assumptions

According to recent GSA plans, future FBF requirements will accom-
modate significant reductions in the size of the federal civilian work force
and in the amount of space assigned to each worker. Despite the attraction
of potential savings, the adoption of the planning assumptions is precarious,
because the Administration forecasts a relatively stable personnel level in
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the next three years, and because, in the past, improvements in the efficient
use of space have been difficult to achieve. The potential effects of the
GSA planning assumptions—relative to a Congressional Budget Office base-
line assuming constant work force and space use—are described below.

Assumption 1—Reduction in Workforce Size. The GSA's space acqui-
sition plans assume a 12 percent reduction in the work force housed in GSA-
managed buildings. Despite the potential savings in the federal buildings
program, the Administration projects a stable personnel level for the near
term, reflecting such considerations as program maintenance. If employ-
ment reductions of the magnitude projected by GSA should materialize,
office space requirements would decline by 16 million square feet, resulting
in cumulative five-year savings of $0.7 billion.

Assumption 2—Reduction in Space per Worker. Consistent with re-
cently issued regulations, this plan assumes the gradual implementation of a
19 percent, or 32-square-foot, reduction in space assigned to each worker.
Application of the new 135-square-feet-per-person standard would mean
that requirements for office space would decline by some 26.4 million
square feet, generating cumulative savings of $1.2 billion through 1988.
This option could disrupt agency operations and adversely affect worker
morale, however, and experience indicates strong central direction would be
required to achieve such efficiencies. Recent GSA efforts, and budgetary
pressures, have already led to some reduction in space.

Assumption 3—Reduction in Work Force and Space per Worker. If the
Congress or the Administration should adopt both the work force and space
use reductions described above, estimated requirements for office quarters
would drop by 39 million square feet, representing a 28 percent reduction.
Savings over five years would accumulate to $1.8 billion. Serious operating
problems might result, however, if FBF budgetary planning assumed work
force and space efficiency targets that were not achieved.

LEASING VERSUS CONSTRUCTION

Critics have charged that GSA's current system for office space
acquisition biases decisions in favor of leasing. In the short term,
construction is obviously a costly way to acquire space, and indeed,
construction costs are higher to the federal government than to private-
sector developers because of regulations and mandates that attend the
expenditure of federal monies. In the longer term, however, for the
government to build and own its facilities often offers opportunities for
significant economies. The CBO analysis confirms that the decisionmaking
procedures do indeed favor leasing, however, and that some long-term
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economies of construction and ownership are not being realized. Of course,
other factors—such as the space management flexibility afforded by leasing
or the opportunity to control building design through federal construction-
may play as important a role in space acquisition decisions as economic
factors do.

Structural and Fiscal Constraints that Bias Decisions Toward Leasing

Budgetary biases under current practice result from two sources: the
structure of the FBF account, and the pressures of fiscal considerations.
The structure of the FBF account has been cited as biasing decisions toward
leasing primarily for two reasons. First, unlike budgetary accounting prac-
tices for construction, total long-term costs under lease contracts are not
recorded in the year such contracts are awarded. In the short run, there-
fore, leasing presents the more attractive alternative; costs (obligations) are
spread out, imposing smaller immediate demands on fund resources. Second,
because program levels are limited by SLUG collections, changing the mix
of owned and leased space becomes difficult. In fact, the resources avail-
able since the creation of the FBF could not have covered the higher level
of commitments that would have been required to accommodate less
leasing.

Regardless of how obligations are recorded, decisions in favor of leas-
ing may result from a desire to minimize short-run government spending.
Leasing always results in substantially lower near-term outlays than con-
struction. Further, for lack of well-established long-range planning,
unanticipated space needs have often been met through leasing rather than
construction, because rented space is usually available on short notice.

Cost Comparison Biases

Before space acquisition requests are submitted to the Congress, the
Office of Management and Budget (OMB) requires GSA to prepare a present-
value comparison of alternative methods for obtaining space. Present-
value analysis permits comparison of the cost advantages and disadvantages
associated with different methods of acquisition, adjusting fully for the
different timing of expenditures. (Construction, for example, requires
greater near-term commitments than leasing.) To make a fair comparison,
costs should be reduced to a common basis. This is important because the
earning power of money changes over time: a dollar available today is worth
more than one available tomorrow; and conversely, waiting to spend a dollar
later provides an opportunity to put it to other uses.
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Choosing a Discount Rate—Various Approachs. The discount rate, a
key factor used to compare outlays incurred in different years in the
present-value comparisons, represents a real interest rate, or rate of return,
used to value the resources available or forgone under different methods of
obtaining space. Issued in 1972, OMB guidelines, prescribe a rate of 7
percent, based on an estimated rate of return on general purpose real
property leased from the private sector. The General Accounting Office
(GAO) has claimed that the rate is too high, biasing comparisons in favor of
leasing. (High discount rates disproportionately reduce dollars spent in the
future, thus lowering the cost of leasing compared to construction, with its
higher near-term costs.) According to GAO, a lower rate based on
long-term Treasury borrowing costs represents a more appropriate measure,
because a discount rate should reflect the value of federal, not private-
sector, resources. This approach is appropriate if the government acts like
a private investor to maximize its internal financial position rather than the
efficient allocation of resources in the economy as a whole.

Under the GAO approach, however, an incongruity emerges. Rental
rates on a lease include investor's borrowing costs; if discounted using gen-
erally lower federal borrowing rates, the result is an overstatement of
leasing costs. An appropriate rate must discount the real cost of capital
actually experienced in the private sector, since that is the alternative use
of resources regardless of how space is acquired.

An Alternative Approach. Treasury borrowing rates are lower than
private rates of equal maturities, because private enterprises are subject to
a greater risk of failure. Adding a risk charge to federal borrowing rates
would help correct the incongruity noted in the GAO approach. The CBO
analysis of historical data (1963-1982) shows that, when real federal borrow-
ing rates incorporate an average risk factor, a discount rate of 3 percent
seems appropriate. The alternative CBO rate, which reflects borrowing
costs rather than rates of return, is considerably lower than the present
OMB rate. The OMB rate creates incongruities of its own, however, because
it overstates the costs of borrowing that are implicit in leases. A correct
rate should approximate real borrowing costs actually experienced in the
private sector.

The Economies of Construction

Despite the short-term outlay advantages of leasing, construction gen-
erally requires smaller long-term budgetary expenditures from the FBF ac-
count. Measured over a buildingfs useful life, construction of a typical large
project requires 40 percent less in FBF outlays than leasing a facility of
comparable size and location. Such comparisons, however, disregard both
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the fact that expenditures occur over different time periods and that
eral buildings have a residual value to the government. When comparing
present values, construction still appears more economical in many cases.
The CBO analysis indicates that over the last 20 years, real Treasury bor-
rowing rates, adjusted for risk, almost always remained well below 5 per-
cent. According to CBO and GSA, present-value analysis incorporating dis-
count rates at such levels will reveal construction to be the more econ-
omical alternative most of the time, although a mix of leasing and construc-
tion would still be the optimal investment strategy.

Policy Choices

In view of its concern regarding biases toward leasing, the Congress
might take several actions, some modeled after past legislative proposals,
that would modify the current system.

Option 1—Adopt a Lower Discount Rate. Little consensus exists con-
cerning an appropriate discount factor for FBF cost comparisons. This op-
tion would mandate a 3 percent discount rate as a substitute for the 7 per-
cent rate used according to OMB stipulations. (As borrowing experience
changes over time, a different rate might appear more appropriate.) The
3 percent rate would reflect average real Treasury borrowing costs and a
factor for risk. Consequently, the portion of cost comparisons favoring
construction would rise from 34 percent of all comparisons to 64 percent,
and average present-value savings for construction, relative to leasing,
would increase from 9 percent to 30 percent.

Proponents of a 3 percent discount rate would argue that discount
rates based on borrowing rates with a risk factor offer the best method of
determining the most economical space acquisition choice. Some critics
might favor lower rates based solely on Treasury borrowing, while others
might favor higher rates based on estimated returns in the private sector.
Others would point to the advantages of the reduced near-term outlays re-
quired by leasing. In their view, a more direct approach for achieving sav-
ings would be to reduce the much higher costs of federal versus private-
sector construction, although this emphasis could be implemented no matter
what discount rate was selected.

Option 2—Establish a Statutory Inventory Mix. This option would
adopt a target requiring an increase from about 50 percent to 80 percent in
the portion of employees housed in government-owned facilities. This would
necessitate constructing an additional 18.6 million square feet of office
space over five years. Proponents would find this approach a simple, direct
way of dealing with lease bias. The widely varying results of cost compari-
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sons for projects of different sizes and localities, however, underscores the
danger of setting targets for space. Near-term outlays would increase by
$1.3 billion; and in the long term, overall costs, measured in present-value
terms, could rise by nearly one-third. These costs might decline, however,
if reductions in work force size or space use were achieved, or if commer-
cial buildings could be purchased on terms advantageous to the government.

Option 3—Authorize FBF Borrowing. This option would provide au-
thority for the FBF to borrow additional resources from the Treasury, sub-
ject to appropriations by the Congress. Access to additional funds, would
mean that the level of construction would not be restricted by SLUG in-
come, removing that source of bias against construction. The CBO estima-
tes that such borrowing, if provided in 198*, could average as much as $0.5
billion a year through 1988. This option would improve program accounting
and facilitate review of the FBF program within the Congressional budget
process, although it could at the same time increase federal spending.
Critics claim that intragovernmental borrowing represents an unnecessarily
complex solution, especially when budgetary restraints will likely restrict
the level of construction despite a new source of funding.
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CHAPTER L INTRODUCTION

Under the federal buildings program, the General Services Adminis-
tration (GSA) acquires and manages office space, warehouses, and other
public buildings across the nation. In 1982, these facilities provided an
inventory of some 230 million square feet of space, for use by about 880,000
federal civilian workers—or about 40 percent of the total civilian work force
employed by various departments and agencies. More than one-fifth of that
inventory is used to carry out programs of three agencies: the Internal
Revenue Service, the Social Security Administration, and civilian functions
of the Department of Defense. J7 Approximately half of all federal person-
nel occupying GSA-managed facilities are situated in buildings that the
government owns outright; the other half work in space leased from private-
sector landlords. 2/

Costs for federal buildings, both government-owned and leased, have
been rising steadily. Between 1976 and 1982, costs are reported to have
risen from just over $1.0 billion to about $1.7 billion. 3/ By 1988, costs may
reach $3.1 billion, according to estimates by the Congressional Budget
Office. This growth, along with concerns about cost disclosure and program

1. Certain types of special federal facilities, such as hospitals, prisons,
laboratories, and military installations, lie outside GSA's jurisdiction.
Altogether, these provide space for some 1.2 million civilian workers—
mainly employees of the Department of Defense, the Veterans Admin-
istration, and agencies engaged in research and development, energy
production, or field operations for natural resources programs.

2. Statutory authority for leasing derives from the Federal Property and
Administrative Services Act of 1949. Authority for purchasing and
constructing facilities derives from the Public Buildings Act of 1959.
For legislative history of the federal buildings program, see Virginia A.
McMurtry, Public Buildings Policy; Alternatives for Reform, Congres-
sional Research Service Issue Brief (May 13, 1982).

3. Derived by the Congressional Budget Office from data supplied by the
General Services Administration.



accountability, has given rise in the last few years to a series of legislative
proposals to change the authorization and budgeting procedures for GSA's
public buildings program. Four main issues surround the various proposals:
the level of capital investment for construction of government-owned facili-
ties; the recognition of multi-year cost commitments; the mechanics for
exercising Congressional control; and possibilities for reducing costs, espe-
cially in the long run.

PLAN OF THE STUDY

In response to these concerns, this paper considers the following ques-
tions:

o How could Congressional review of program costs and activities
be strengthened?

o What strategies could reduce the future requirements of the fed-
eral buildings program for leasing and other activities?

o Is the present system biased toward satisfying federal space re-
quirements through leased rather than owned facilities, and if so,
is the government failing to capture long-term economies realiz-
able from ownership? And, should more emphasis be given to
federal capital investment for construction?

The remainder of this chapter gives an overview of the federal buildings
program, covering space acquired and managed by GSA, methods of financ-
ing, cost measures, and major program components. Chapter II describes
the current authorization and appropriations processes by which the Con-
gress exercises control over the buildings program. Chapter III reviews bud-
getary history and sets out projected requirements. Chapter IV examines
factors influencing GSA decisions to lease or build required space. Chapters
II, III, and IV each analyze alternative choices for dealing with the concerns
they describe.

OVERVIEW OF THE FEDERAL BUILDINGS PROGRAM

About three-fifths of the inventory of space made available by GSA to
various federal departments consists of office space (see Table 1). The
remaining space includes warehouse and storage areas, as well as such spec-
ially designed facilities as federal courthouses, regional data processing cen-



TABLE 1. DISTRIBUTION OF FEDERAL BUILDINGS AND EMPLOYEES
HOUSED, BY TYPE OF SPACE AND OWNERSHIP, 1982

Type of
Ownership

Storage Office as
and Special Percent

Total Office Warehouses Facilities of Total

Leased <*/

Total

Millions of Occupiable Square Feet

91.2 68.9 14.2 8.1

878.9 820.5 7.8 50.6

(76)

Government-
owned

(As a percent
of total)

Total

138.7

(60)

230.0

74.0

(52)

142.9

Thousands of

Leased

Government-
owned

(As a percent
of total)

431.4

447.5

(51)

407.2

413.3

(50)

44.3

(76)

58.5

Personnel

3.0

4.8

(62)

20.4

(72)

28.5

Housed

21.2

29.4

(58)

(53)

(62)

(94)

(92)

„

(93)

SOURCE: Congressional Budget Office from data supplied by General Ser-
vices Administration.

NOTE: Detail may not add to totals because of rounding.

a. Includes small amounts of space leased from the U.S. Postal Service,
an independent federal enterprise treated as an off-budget entity.

ters for the Internal Revenue Service, some postal facilities, and border
stations for various enforcement and inspection activities.



The relatively large requirements for office space, both government-
owned and leased, emerge from numerous decisions that affect both the size
of the federal work force and the amount of space assigned to each worker.
Each employee now occupies an average of 166 square feet of GSA-managed
office space, although the exact figure varies for different agencies, activi-
ties, and building designs. The Federal Buildings Fund (FBF) program, estab-
lished in 1972, uses a unique system to finance this inventory and to measure
the costs of major program components.

The Role of User Charges in Financing the Federal Buildings Program

Unlike many other programs, which are financed through direct Con-
gressional appropriations that are recorded as budget authority, the various
activities of the federal buildings program are funded mainly through collec-
tion of fees that are tantamount to rents. Referred to as Standard Level
User Charges (SLUG) and instituted in 1972, these fees are levied on the
individual federal agencies occupying any GSA-managed space, leased or
government-owned. 4/ The SLUG rates, altogether generating some $1.8
billion in 1982, are intended to approximate charges for private-sector
space of comparable type, location, and quality.

The U.S. Treasury pays the costs of the GSA buildings program, re-
gardless of whether those costs go for construction and improvements of
government-owned property or for rents to private-sector landlords, and re-
gardless of how those costs are recovered. Thus, they represent one use of
federal income tax receipts and one component of the federal deficit. In-
deed, SLUG funding is merely an internal method of accounting for the
program within the federal budget. The SLUG collections are deposited into
an intragovernmental account, the FBF, from which funds are committed to
the various program components. Budget authority for these SLUG revenues
resides not in the commitments made by the fund, though, but in the numer-
ous agencies from which the revenues are collected. As a result, the GSA
buildings program is difficult to compare with others throughout the budget
process.

At present, SLUG rates for each FBF facility are adjusted once every
three years on the basis of appraised prevailing rates in local markets. An-
nual appraisals cover about one-third of the inventory each year, and tenant
agencies may appeal the resulting user charges to GSA. In the two interim

In addition to SLUG payments, federal agencies reimburse GSA for
certain special services (such as special alterations or extra security
coverage); these activities are not considered in this study.



years, rates are adjusted according to both general rent increases reported
by building owners and managers and to changes in inflation as measured by
the Gross National Product (GNP) Deflator. Adjusted SLUG rates must be
approved by the Office of Management and Budget (OMB), and they may be
further modified by the Congress through language contained in annual ap-
propriation acts. 5/

User-charge financing was adopted as a proper means to account for
facility costs as part of agency operating expenses and to encourage econ-
omies in the amount of space used. . In addition, by tying the federal build-
ings program to available SLUG income, GSA was expected to operate in a
businesslike manner and to increase the resources available for both accel-
erated construction of public buildings and improved quality of building ser-
vices.

Cost Measures and Major Program Components

To record program costs, the intragovernmental account used for
funding GSA's federal buildings program relies on several measures: obliga-
tions, new obligational authority, and total obligational authority. A fourth
measure, budget outlays, is also found in the FBF account but reflects the
combined flow of income and outgo to and from the account, and it is not
assigned to specific program components. These four cost measures are
described in the box on the following page.

On the basis of obligations reported for 1982—that is, orders placed,
contracts awarded, or services received—about 60 percent of the federal
buildings program goes to acquire or improve physical facilities (see Table
2). 6/ The remainder covers facility services for the operation of owned and
leased space and overall program direction that, together, are carried out by
some 13,000 federal workers.

5. In 1975, the first full year of the FBF program, OMB reduced the
GSA-proposed rates by 13 percent, and the Congress reduced them by
another 10 percent. In the second year, the Congress again reduced
the GSA-proposed rates by 10 percent. Most recently, under the Fur-
ther Continuing Appropriations Act of 1983, SLUG rates in 1983 were
frozen by Congress at their 1982 levels.

6. This category covers three types of activities: construction, repair
and alteration, purchase contracting for government-owned buildings
constructed before 1983, and rent of commercial space.

21-483 0 - 8 3 - 4



COST MEASURES USED FOR FEDERAL BUILDINGS FUND

Obligations. Though the most widely used measure of FBF program levels,
obligations may reflect only a small share of program levels. Obligations
recorded represent amounts committed by the government to cover federal
workers1 payroll costs or the costs of contracts for services, facilities, and
supplies purchased from the private sector. Obligations of the FBF can
include payments due in any given year but not those that may, under
contract or some other arrangement, be owed in other years.

New Obligational Authority. New obligational authority, distinct from
obligations representing actual program commitments, sets a limit on the
level of FBF activity. This measure represents authority contained in
annual appropriations acts for GSA to enter into new obligations. Though
not recorded as an appropriation or as budget authority, new obligational
authority, consistent with those measures, establishes a limit that governs
program levels, including line items of new capital improvements that GSA
may undertake. Not all of the new authority may be completely obligated in
the year funded. In the case of building construction, repair, and alteration,
unused authority may carry over for use in future years because of the lead
time needed for site selection and acquisition and for preparation of building
plans. Obligations and new obligational authority thus occur over different
time periods, and estimates based on one measure will seldom coincide with
those based on the other.

Total Obligational Authority. This cost measure, used in various supporting
tables in the appendix to the President's budget and in detailed justifications
submitted by GSA to the appropriations committees, represents an upper
limit on the total authority for GSA to obligate funds. It can include certain
unused authority carried over from prior years for construction, repair, and
alterations projects and enactment of any new obligational authority.
Again, however, actual obligations will seldom be committed to an author-
ized level, and thus comparison between the different measures is difficult
to make.

Outlays. The budget outlays recorded for the FBF account during the
reporting period represent the difference between fund income from stan-
dard level user charges and gross disbursements for bills paid to meet FBF
costs. (For most public works projects, the cost of any single contract
obligation by GSA may be disbursed by payments to the contractor over
several years.)



TABLE 2. COST COMPONENTS FOR THE FEDERAL BUILDINGS
PROGRAM, 1982

Cost Category Obligations Percent
and Components (In millions of dollars) of Total

Facility Acquisition and
Improvement

Construction, repair, and
alteration of buildings 190.7 11

Purchase contract payments 156.2 9

Rental of space 706.4 41

Subtotal (1,053.3) (61)

Services and Program
Direction 681.6 39

Total 1,734.9 100

SOURCE: Congressional Budget Office from data in the Appendix to the
Budget of the United States Government, Fiscal Year 1984, p.
I-V44. (Estimates exclude merged account for construction ser-
vices.)

Construction, Repair, and Alterations. In 1982, contracts awarded in
the construction, repair, and alterations category totaled about $190 mil-
lion—with about one-fifth directed toward construction (including site ac-
quisition and architectural plans) and the remainder directed toward repair
and alterations. Obligations in this category represent total payments re-
quired by specific contracts, regardless of when disbursements are actually
to be made. Recorded obligational authority, by contrast, represents the
sum of payments for contracts (including those not yet signed) necessary to
undertake a project budgeted for a particular year. Cost disbursements for
a project (budget outlays) are spread over the period while the work is un-
derway--usually three to five years, depending on the scope of the project
and schedule of contracts. This approach contrasts sharply with capital
budgeting methods used by many private firms, some state and local govern-
ments, and a few federal enterprises such as the Tennessee Valley Authority



and the U.S. Postal Service. In such cases, budget officers use depreciation
schedules to spread the cost of improvements over the project's expected
useful life.

Purchase Contract Payments. A purchase contract (PC) is a simple
concept whereby agency borrowing from nonfederal sources is used to fi-
nance construction of government-owned buildings. Several different types
of PCs were used by GSA before the authorization expired in 1977, and title
for completed projects will pass to the government when the agency borrow-
ing is repaid, with interest and real estate taxes, after 20 or 30 years.
Under purchase contracts, some $1.4 billion of financing was obtained for
construction of 97 federal buildings. 7j These projects, for the most part
started in the 1970s, have added some 15 million square feet of space—about
6.5 percent—to the GSA inventory. (The last projects financed by PCs were
completed in June 1982.)

The obligations recorded in the budget for purchase contract proj-
ects--some $156 million in 1982--reflect the amount of principal, interest,
taxes, and administrative expenses being paid each year. The accounting for
costs of purchase contracts differs in three important respects from that of
construction, repair and alteration. First, interest payments are charged to
the FBF rather than to the Treasury's account for interest on the public
debt. Thus, interest costs of the program are more directly associated with
the activity that gave rise to them.

Second, the estimates of obligational authority are the same in con-
cept and amount as estimates of obligations incurred. Consequently, the
various measures of budget obligations for annual PC payments do not re-
cord the full cost commitment incurred by the government at the time GSA

7. The General Accounting Office has concluded that the use of PCs,
rather than direct financing, cost the government an additional $1.4
billion. The extra cost shrinks to about $0.8 billion if converted to
constant dollars. Only a small portion of the additional expense re-
flects an estimated higher cost of borrowing from off-budget sources,
while more than 90 percent reflects local real estate taxes paid during
the term of the PC and thus represents a shift of cost from one level
of government to another. In contrast to PC funding, directly funded
projects are not usually subject to real estate taxes at any time, and
thus, most of the extra cost falls on local governments as revenue
foregone, rather than as obligations of the federal government. For a
discussion of PC financing, see General Accounting Office, Costs and
Budgetary Impact of the General Services Administration's Purchase
Contract Program (October 17, 1979).



entered into contracts, and the future demands PC financing places on the
budget are not fully recognized. (Such information is derivable from sup-
porting material included in the budget information submitted by GSA to
OMB and to the Congress.)

Finally, costs are spread over a much longer period than under conven-
tional construction financing. Because obligations represent payments on
principal and interest, they are commonly spread over a 30-year period,
rather than a three- or five-year period, for projects under the construction,
repair, and alteration activity. Consistent with common private-sector
practice, this means that costs are spread over the useful life of a project.

Rental of Commercial Space. In 1982, GSA leased some 91.2 million
square feet of occupiable space from the private sector at a recorded cost
of $706.4 million. 8/ Office space accounts for about three-fourths of the
lease inventory, with warehouse and other storage space accounting for
most of the remainder (see Table 1).

Because the government is a relatively stable tenant, GSA can make
extensive use of multi-year contracts for leased space. According to De-
cember 1982 data, about half of the total annual rent paid by GSA meets
requirements under leases that have fixed terms of longer than five years.
This distribution of the total leased inventory has remained relatively con-
stant since 1978 with regard to contracts with terms of five or fewer years;
the portion with four- to five-year terms has increased, while the portion
with one- to three-year terms has somewhat declined. The distribution by
lease term may vary significantly for new leases entered into in any given
year. In 1982, for example, nearly one-fourth of the new space leased was
acquired under contracts with more than five-year terms, usually ten years
and longer.

The obligations recorded in the budget for GSA leases represent the
cost of rent paid during the year. As under purchase contracting, costs are
thus associated with the amount of space entered into the federal buildings
inventory—a kind of "pay-as-you-use" accounting. Thus, the cost measures
of obligational authority and obligations incurred for leasing are essentially
the same. As such, obligations do not recognize the full contractual com-

8. In some cases, GSA leases space from the U.S. Postal Service or other
government organizations or from a private firm that owns a building
constructed according to government specifications. Both types of
leases are included in the estimates of leased space used in the CBO
analysis.



mitment of funds that multi-year lease contracts represent. As with pur-
chase contracting, the annual appropriation acts limit the total amount of
funds that may be obligated for annual rental payments in any given year.

10



CHAPTER II. SHORTCOMINGS IN THE DECISIONMAKING PROCESS
AND ALTERNATIVE APPROACHES

Under the Public Buildings Act of 1959, as amended, the Congress
exercises control over the federal buildings program primarily through a
two-part process of authorization and appropriation. (Oversight hearings
always provide a further opportunity for Legislative Branch review.) Some
critics believe that this framework for Congressional decisionmaking could
be significantly strengthened. Specific complaints fall in two general areas:

Deficiencies in the planning and authorization process that work
against setting internal FBF priorities for the Federal Buildings
Fund and considering major program issues; and

Inadequate cost measures that impede evaluating long-term cost
commitments and setting funding priorities, both within the FBF
program and in comparison with other programs throughout the
entire federal budget.

The advent of the Congressional budget process in 1974 and since that
time, mounting concern with reducing federal budget deficits have given
rise to current interest in strengthening the mechanics for Legislative
Branch control over the level and direction of federal buildings program
spending. The first half of this Chapter gives a brief overview of the
current system and of the basis for criticisms of that process. The second
half reviews several modifications of the current system that the Congress
might want to consider.

The Current Process

Under current law, funding for space acquisitions costing more than
$500,000 are first authorized by resolutions adopted by both the Senate
Committee on Environment and Public Works and the House Committee on

11



Public Works and Transportation. \J A proposal for any such project is sub-
mitted to both committees in the form of a detailed prospectus. Each
prospectus is prepared by GSA after completion of a space utilization survey
for a particular location and after review by officials at regional and nation-
al headquarters. The prospectus proposal also reflects decisions (described
in Chapter IV) about whether the space requirements should be satisfied by
leasing commercial facilities or by constructing federal buildings. (Most of
the prospectus proposals are initiated by GSA, but in some cases, the Senate
and House public works committees may require GSA to submit a report on
agency space needs in a particular area.)

The annual appropriation part of the process sets limits on the expend-
iture of funds from the intragovernmental FBF account. These limits, ex-
pressed as new obligational authority (analogous to budget authority in other
programs), specify the level of commitments for the FBF program as a
whole, as well as for its major components, including individual public works
projects. (Within the leasing component, amounts are not earmarked for
specific projects.)

In the absence of budget authority—the traditional responsibility of
appropriations committees—the Senate and House Committees on the Bud-
get look mainly to authorizing committees for most spending recommenda-
tions and incorporate net outlays of the fund in recommended budget resolu-
tions. Budget resolutions set expenditure levels for broad categories ("func-
tions") of federal spending such as national defense, income security, and
transportation. The FBF account is incorporated in the outlay allowance for
general government, identified as Budget Function 800.

PLANNING AND AUTHORIZATION PROBLEMS

Authorizing committees receive an average of 100 or more prospec-
tuses each year. 2/ According to reviews by the General Accounting Office
and other analysts, the authorizing committees continue to have difficulty
in ranking FBF projects in any order of priority and in reviewing overall

1. The $500,000 limit for exemption of small projects from prospectus
authoriziation was last amended in 1972. If the exclusion were
adjusted for subsequent inflation, the cost threshold in 1983 dollars
would be about $1.4 million for construction, repair, and alterations
and about $1.1 million for leasing.

2. See McMurtry, Public Buildings Policy, p. 4.
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program policy for three reasons: a well-established planning system is
lacking; prospectuses are sometimes submitted one by one; and the
authorization and appropriation processes are not effectively integrated. 3/

Long-range planning at GSA is still in a formative stage. Under cur-
rent practice, it is most difficult for authorizing committees to consider the
FBF program within the spending targets set by the budget process or to
consider alternative plans that would reduce costs in either the short or long
term. At present, long-range plans prepared by GSA consist mainly of vari-
ous lists and summary descriptions--some covering more than 80 pages--of
individual projects proposed for construction, acquisition, repair, alteration,
and leasing. 4/ Although the projects proposed within each of these catego-
ries are listed in order of priority, no information is provided to ascertain or
evaluate the basis used in the ranking. Furthermore, although the GSA
planning document describes the basic assumptions on which overall invento-
ry requirements are projected, it is not intended to facilitate the cost or
program implications that would result if key assumptions—such as changed
employment levels or improved use of space—proved incorrect. Finally, the
GSA's planning documents do not identify the budgetary outlay estimates of
its proposals or the regional effects of major projects.

Inadequate planning has led to unanticipated space requirements that
are difficult to meet through construction because of the lead time
involved. This has fueled Congressional concern about the GSA's reliance on
leasing. Even with more comprehensive information, however, authorizing
committees would find it almost impossible to weigh projects1 relative
merits because prospectuses are submitted one at a time throughout the
year. According to the latest published long-range plan, about 90 projects
proposed for funding in 1983 require approval by the public works commit-
tees in both houses.

In certain other direct public construction programs, such as those of
the Bureau of Prisons, authorization proposals are generally packaged
together and submitted once each year for Congressional consideration. In
the past, authorization of FBF activities, by contrast, has required numerous
independent actions. The GSA has recently attempted to submit with the

3. See General Accounting Office, Foresighted Planning and Budgeting
Needed for Public Buildings Program (September 9, 1980).

4. See, for example, General Services Administration, Public Buildings
Service Management Plan for FY 82-88, vol. 1, 1982.
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President's Budget, the prospectuses necessary to fulfill annual public
construction needs. These attempts have been partly successful, but
prospectuses are still often submitted one by one. This process also
contrasts with appropriations committees work, which is geared to prepara-
tion of annual appropriations bills; consequently, the two processes are
difficult to coordinate. In many instances, projects will remain for years
authorized but unfunded—which compounds the difficulty of creating ra-
tional public buildings budgets. The delays that characterize the current
process often compel the Congress to reconsider past actions as prospectus-
es become outdated.

The scope of federal buildings activities requiring authorization under
current law causes other problems. The present prospectus process covers
only a portion of all annual costs budgeted for the federal building program,
even though the authorizing committees are expected to submit recommen-
dations to the Budget Committees for the entire FBF account. In the 1983
budget, for example, just over 50 percent of proposed new obligational
authority for construction, repair, alteration, and leasing required no prior
authorization for funding—because the estimated costs of numerous
individual projects were less than $500,000. When purchase contract
payments, facility services, and program direction are accounted for in the
total program, about two-thirds of the 1983 federal buildings funding did not
require authorization action according to the following estimates (in
millions of dollars) of new obligational authority:

Total
Program Components Funding Estimates Percent

Capital investment for
construction, repair
and alterations 905 234 a/ 57

Rental of space 806 678 j>/ 84
Subtotal (rounded) TTTTTl) "T9lO) 153)

Purchase contract payments 160

Facility services and
program direction 772 772 100

Total (rounded) 2,643 1,682 64

a. Includes $224 million for projects under $500,000 and
$8 million for acquisition of existing buildings.

b. Estimated amount for leases under $500,000.
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So long as the authorization process is not directly linked to the entire FBF
program, authorizing committee action may reflect unrealistic program
levels, and a major part of FBF activity can escape review.

APPROPRIATION AND COST MEASURE PROBLEMS

The cost measures used in the FBF accounts give rise to difficulties in
weighing internal priorities of the FBF program and assessing long-term
cost commitments fully. In addition, the absence of budget authority makes
comparing requirements for public buildings against other federal responsi-
bilities problematic.

Cost Measures

The full, long-term commitments of the FBF program are difficult to
assess, because the measures of obligations and obligational authority used
for the FBF account do not record the full cost of multi-year contracts
when GSA incurs those costs. In 1975, when the Congressional budget
process was new, a similar concern arose over the budgetary treatment of
obligations and budget authority for multi-year contracts with local public
housing authorities entered into by the Department of Housing and Urban
Development (HUD). In that case, Congress decided to fund the full cost of
multi-year contracts in the year the contracts were awarded. This
accounting change, increasing budget authority by $17 billion in 1976, was
enacted to provide a more realistic disclosure of out-year program costs; it
did not, however, change that year's level of HUD-assisted housing. 5/ Al-
though in GSA's case, the issue is how, rather than whether, to acquire
space, many of the same concerns about full cost disclosure of long-term
commitments still apply.

5. For a brief discussion of the fiscal year 1976 change in funding multi-
year contracts for federally-assisted housing programs, see U.S.
House of Representatives, Conference Report accompanying H.R.
8070 (No. 94-502), September 23, 1975, pp. 7-8. The change in
budgeting for the long-term costs of publicly-assisted housing has
created certain difficulties arising from problems in forecasting
changes in program costs. See Congressional Budget Office, The
Long-Term Costs of Lower-Income Housing Assistance Programs
(March, 1979).
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Problems also arise because cost measures apply differently to dif-
ferent program activities. Though obligations for purchase contracts and
leases are spread over the period a building is used (a kind of "pay-as-you-
use" accounting), obligations for construction are recorded in total as a
building is constructed. Also, though obligations for leasing and purchase
contracts are equivalent to annual cash disbursements, obligations for
construction represent commitments, regardless of when cash disbursements
actually occur.

Appropriations

Legislation creating the current FBF budget structure in 1972 preced-
ed establishment of the Congressional budget process. Budget authority for
revenues from SLUCs resides not in the commitments made by the fund but
in the numerous agencies from which the collections come. Consequently,
the program itself operates without budget authority, and thus is difficult to
compare with others during the budget process. Without budget authority, it
is virtually impossible for the current annual budget resolution to take
account of the impact of the current FBF program, or modifications under
alternative planning assumptions.

The netting of funds into and out of the FBF account to compute
outlays results in amounts so small that they usually receive little notice as
a significant cost item. Instead of identifying gross costs for federal
buildings, the FBF account shows negative 1982 outlays of $92 million-
meaning only that collections from SLUCs and other sources exceeded gross
disbursements by this amount. This masking, however, may help insulate
space acquisition decisions from pressures to curb short-term federal
spending.

The netting of intragovernmental payments within the FBF account
avoids double counting of costs already included as budget authority and
outlays in the budgets of individual tenant agencies for their SLUG
payments to GSA, but it masks the full cash demand of the federal buildings
program on the U.S. Treasury. In 1982, for example, FBF cash disburse-
ments--outlays--were reported as a minus entry; but gross disbursements
from the Treasury for federal building activities were just under $2 billion
(as shown opposite). If gross, rather than net, amounts had been recorded
for the FBF, 1982 outlays for the general government function of the budget
would have been more than 40 percent higher.
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Netting of FBF Outlays

In millions of
Transactions dollars

Gross current disbursements for
salaries, contract payments,
and other expenses +1,991

Offsetting collections from
SLUCs and other sources -1,800

Reimbursements for special
services and other adjustments -283

Net outlays reported for FBF -92

POLICY OPTIONS

The Congress is considering several modifications to the current
system that could strengthen Legislative Branch control over the FBF
program and improve decisionmaking. As is always the case, the Congress
might decide to continue the current system, which nets FBF outlays to
practically nothing and thus helps insulate the program from short-run
budgetary pressures. Possible modifications to the current decisionmaking
framework include the following:

o Require annual authorization and planning;

o Adopt full funding of costs for multi-year leases;

o Establish budget authority for the FBF program, either within the
context of SLUG financing or as a substitute for it; and

o Restructure budget accounts to show gross outlays for FBF.

These alternatives to current procedures may offer some prospect of better
decisions. They are not, however, designed to achieve budgetary savings,
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and could, in fact, entail more, rather than less, spending for federally used
property.

Option II-1—Establish Annual Authorization and Planning

An annual authorization and planning process, modeled after schemes
advanced in the Senate several years ago, has been cited as a way to foster
coherent and rational Congressional decisionmaking on the federal buildings
program. 6/ The current authorization procedures would be replaced by a
once-a-year consideration of a package of projects. Public works
committees in both houses would report annual authorization bills for
consideration by the entire Congress, rather than making final authorizations
themselves. Information would be submitted to authorizing committees for
all program activities, but to focus Congressional attention on major
undertakings, prospectuses would be submitted only for those projects of $1
million or more. Such an annual process would also promote priority setting,
improved long-term planning, and consideration of likely levels of funding in
annual authorizations. An authorization process would also help ensure that
the FBF program could be coordinated within the total budget process.

Opponents of the option would question the usefulness of adding
another layer of decisionmaking—consideration by the full Congress—to the
current process, and they would argue that the setting of annual limits in
the appropriations bills provides ample means for regulating the federal
buildings program. With regard to the authorization process, critics would
note that the committees can always stipulate changes in the timing and
content of information submitted by GSA for its proposed program. Other
critics would caution that large-scale project trading to suit local interests
could result from the opportunity to present amendments from the floor of
both legislative chambers. Such opportunities, however, already exist during
committee deliberation and in the course of debate by the full Congress on
other authorization bills such as military construction proposals.

Option II-2—Require Full Funding of Multi-Year Leases

This option would attempt to provide realistic disclosure of obligations
and obligational authority presented in the budget for the FBF. Specifically,

6. Two Senate bills, S. 2080 and S. 533, recommended adoption of annual
authorizations and long-range planning, among other things (see also
discussion in Chapter IV).
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the budget would account for the full cost of multi-year lease contracts
entered into by GSA, consistent with practice for other FBF activ-
ities. 7/ The government's known liability would be recorded in the year a
multi-year lease was signed, rather than over the lifetime of the lease. 8/

Undgr this option, for example, budgetary obligations for a fixed-term
five-year lease entered into at the beginning of a fiscal year at an annual
cost of $100,000 would be recorded as $500,000; first-year obligations would
be shown under current reporting only as $100,000. Under current practice,
when a lease with a term of one year or more is entered into part way
through a fiscal year, GSA records obligations only for the payments that
will be made for the balance of the fiscal year. In this example, if the
five-year lease were contracted on April 1, obligations for the remaining six
months of the fiscal year would be recorded as $50,000 under current
reporting.

If full funding of multi-year leases were initiated in 1985, obligations
and obligational authority could be recorded for the outstanding costs of
commitments under then-existing multi-year contracts, as well as the costs
of all the future annual payments under new multi-year contracts scheduled
for that year. Relative to the current system, the accounting change would
reflect a one-time increase estimated at $3.4 billion in 1985. For the
ensuing four years, an average of about $50 million more would be required
each year. This average reflects obligations required to meet the full cost
of new multi-year leases, less the annual out-year costs of the initial group
of leases that otherwise would have been funded on a pay-as-you-use basis.
If the change applied only to new multi-year leases awarded in 1985 and
beyond, the initial one-time increase would shrink to some $0.7 billion, with
annual requirements declining gradually thereafter to $0.4 billion in
1989. 9/ Because existing resources for the FBF would not be adequate to

7. OMB Circulars A-ll and A-34 include guidance to agencies on
accounting and budgeting for rental costs. This option would require
amendment of these regulations.

8. The multi-year impacts of purchase contracts are not considered in
this option, because authority no longer exists for new commitments.

9. Because of escalator clauses for taxes and operating expenses, the
full-year costs of multi-year leases are not fixed at the time of
contract award. Consequently, subsequent budget action would need
to cover the impact of future inflation. The CBO estimates for full
funding of multi-year leases incorporate future costs for such price
changes.
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cover the recognition of higher costs, an appropriation most likely would be
necessary to supplement SLUG collections. In any case, this option would
affect how program activities were recorded in the budget, not the actual
level of activity nor the amount of budgetary outlays.

GAO and other proponents of this option would see it as offering the
Congress a more accurate disclosure of GSA commitments to spend federal
funds. 10/ On the other hand, such budgeting would not allow for the
association of costs with the expected period of use of the resource—as is
currently the case with the present treatment of lease costs. In addition,
the level of program activity would not necessarily be affected by an
accounting change alone. As previously noted, leasing costs are mainly
influenced by the size of the federal work force and by the price increases
that attend inflation. Also, a change in cost accounting would not relieve
general budgetary pressures that favor leasing over the large near-term
expenditures for contruction of new buildings (described in Chapter IV).
Critics of full funding would point out that, because all lease costs would be
recorded in the year of contract award, this option could create a strong
disincentive for GSA to enter into multi-year rather than annual leases. As
a result, any savings associated with multi-year contracts might disappear.
In addition, the requirements for full funding could be avoided by entering
into short-term leases $nd then renewing them periodically.

Option II-3—Establish Budget Authority for the Federal Building Fund

This option would restructure the FBF account to show budget
authority, thus enabling closer integration with the budget process. As
described below, budget authority for FBF could either be created within
the context of current SLUG financing or as a substitute for it. Under
either approach, the authorizing and appropriations committees could report
recommendations for changing the program subject to the provisions for
reporting established under the Congressional Budget Act. ll/

10. See, for example, letter to the Honorable James 3. Howard, Chairman,
Committee on Public Works and Transportation, from Donald 3. Horan,
Director, Procurement, Logistics and Readiness Division, General
Accounting Office, April 27, 1982.

11. A related option, described in Chapter IV, would provide budget
authority only for amounts borrowed by FBF from the U.S. Treasury.

20



Under one approach to creating FBF budget authority, agencies would
still be assessed for the space they use and would budget for it along with
other operating requirements. The application of SLUG income toward
costs, however, would be recorded as budget authority in the FBF account.
This approach could be patterned after procedures used in other accounts,
such as the Department of the Interior's Land and Water Conservation Fund
and GSA!s National Defense Stockpile Transaction Fund. For both of these
accounts, the Congress enacts appropriations (budget authority) to control
the amount of funds collected that may be committed for carrying out
programs. In these instances, the respective accounts collect revenues from
sales to the public of surplus government property.

Because FBF collections represent internal budgetary transactions,
government-wide budget totals would have to be adjusted to offset the bud-
get entries in individual agency accounts that include SLUG fees. 12/ Even
with such offsets, however, funding shortfalls can occur if appropriation
action taken on individual agency accounts covering SLUG payments prov-
ides less resources than anticipated in the appropriation action taken on the
FBF account. (The budgetary treatment of the federal buildings program
under this option in combination with others is summarized, by function, in
Appendix A.)

Another approach to creating budget authority would abolish the user-
charge mechanism altogether; funding could revert to use of one or more
direct appropriation accounts, similar to the situation that antedated the
current FBF system. Critics have charged that the current SLUG system
has failed to achieve certain of its initial objectives—namely, to encourage
more prudent use of space by federal agencies, and to provide a source of
capital for investment in federal buildings to permit reduced reliance on
leasing commercial space. Eliminating user charges in favor of appropria-
tions offers the most direct way of bringing the program under the Congres-
sional budget process and could save some administrative costs incurred by
GSA and tenant agencies in running the SLUG system.

Although budget authority means different things for different federal
programs, its application to the FBF--however structured--could provide a
way to track the program through the Congressional budget process. It
would allow the relative priority of FBF program costs to be weighed

12. Examples of interfund adjustments to avoid double counting in govern-
ment-wide budget totals, located in Budget Function 950, include the
employer's (agency) share of Civil Service retirement. See Budget of
the United States Government, Fiscal Year 198», pp. 8-202.
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against other spending priorities, and it would also require that all aspects
of the FBF program be considered under reporting deadlines established for
the budget process. On the other hand, skeptics who question the need for
creating budget authority for the FBF maintain that the current limits on
obligational authority contained in annual appropriations acts provide ample
means for the Congress to decide on the level or direction of the federal
buildings program.

With regard to abolishing SLUG financing, opponents point out that
such action would sacrifice a primary advantage of the current system—
that costs of federal buildings are associated primarily with the operating
requirements of tenant agencies needing federal space. Although past
experience weakens this claim, proponents of the current system believe
that the growing recognition of budgetary constraints may now induce
agencies to reexamine their use of space as one way to trim operating costs.
They also argue that the availability of SLUG revenues provides some
incentive for GSA to exercise prudence in managing the costs of the FBF
program, because savings can be applied to capital investment needs.

Option 11"^—Restructure Budget Accounts to Show Gross Outlays

Without creating budget authority for the FBF, this option would
restructure budget schedules so that the outlays for the GSA buildings
program would show up as gross disbursements in the FBF account, rather
than as disbursements in agency operating accounts. Consolidating outlays
in the FBF account offers another way to facilitate both the tracking of the
FBF program through the budget process and the recognition of budgetary
consequences of changes in FBF program components.

The option offers the appeal of not requiring changes in SLUG
financing or appropriation actions; the existing appropriations process would
remain intact. Tenant agencies would continue to budget for SLUG
payments. GSA would continue to commit SLUG revenue to FBF activities,
and the Congress would continue to control the annual budget of the FBF
program through limiting language in annual appropriation acts. In contrast
to current practice, however, the appropriations committees would be
accountable for the gross federal building outlays that would show up
directly in the FBF account.

The mechanics of the budgetary accounting changes to implement this
option are relatively simple, entailing a shift of building outlays from
operating agencies to the FBF account. Specifically, two types of changes
would be required. First, the budget schedules of tenant agencies would be
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modified so that the funds requested for SLUG payments would be shifted
from obligations to an unobligated entry. Second, the reporting of outlays in
the FBF account would change by altering how the netting from SLUG
revenue was treated. At present, SLUG revenues are subtracted from
obligations, and thus they reduce the outlays that flow from them. Under
this option, SLUG revenues would be netted against unobligated balances,
leaving obligations and resulting outlays to reflect gross amounts. The
accounting modifications would not change the fact that the FBF account
shows no budget authority. The option would result in a one-time reduction
in the outlays of tenant agencies, accompanied by a corresponding increase
in outlays for the FBF. (Unlike Option II-3, government-wide budget totals
would not have to be adjusted to avoid double counting. Appendix B
illustrates the accounting changes in budget schedules under Option II-*f.)

Implementation of this option would require amendment of certain
OMB regulations to broaden the permitted use of certain accounting
entries. 13/ Critics of this approach would maintain that such unconven-
tional accounting practices would set a bad precedent for standard guide-
lines on budget preparation and execution. In rebuttal, advocates would
note the fact that some budgetary schedules already use somewhat uncon-
ventional budget entries for intragovernmental transactions (for example,
between the International Monetary Fund and the Exchange Stabilization
Fund); they could also point to the possible elimination of some double
counting in budget documents that report government-wide obligations.
Some observers view creating budget authority for FBF (Option H-3) as a
more straightforward approach to strengthening Congressional oversight and
at the same time, creating gross outlays for FBF. Proponents of the current
system would object to reporting gross outlays under either option, because
the current netting of outlays helps escape pressures against capital
investments that increase near-term budget deficits.

13. Sections of OMB Circular A-ll, stipulating the structure of program
and finance tables used in the appendix to the U.S. Budget, would
require modification.
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CHAPTER IH. BUDGET HISTORY AND FUTURE REQUIREMENTS

Though the amount of GSA-provided space has remained relatively
stable since the inception of the Federal Buildings Fund, costs (budget obli-
gations as currently recorded) have risen about 70 percent since 1976 (see
Table 3). This growth primarily reflects the rising prices of the goods and
services GSA purchases; measured in constant dollars, the program has
changed little in seven years. Even so, two central questions persist:

o What can be considered an appropriate level of program costs for
key activities? and

o How should GSA plan for future program needs?

The first part of this chapter describes the history of major FBF activities.
The second part describes changes in future requirements for the buildings
program under alternative planning assumptions. (Because of certain data
limitations, most historical information in this chapter excludes the first
year of federal buildings fund operations, 1975).

HISTORY AND TRENDS

The cost history and trends in three areas continue to be of particular
concern to the Congress: the size of the GSA-managed space inventory and
how efficiently that space is used, the leasing program and its effect on
costs, and the level of capital investment. Although of less concern, the
balance of reserves in the federal building fund and costs of other, less
controllable program components are also examined in this chapter.

Size of the Inventory and the Use of Space

During the period 1976-1982, the FBF inventory of all usable space
varied only slightly, with decreases of some 9.1 million square feet of ware-
house and other special space more than offsetting increases of some 7.2
million square feet of office space (see Table 4). The increase in office
space is largely attributable to an 8.9 percent growth in the federal work
force housed in GSA facilities and would have been somewhat greater had it
not been for a slight decrease in the space used by each worker. Between
1976 and 1982, average square feet of office space occupied by each worker
declined 3.5 percent—from 172 to 166. The average office space used by
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TABLE 3. COST TRENDS FOR FEDERAL BUILDINGS, BY MAJOR PROGRAM
COMPONENTS, 1976-1982 (Obligations in billions of dollars)

Program Components 1976 1977 1978 1979 1980 1981 1982a/

Construction

Building Repair
and Alteration b/

Subtotal

Rental of Space

0.01

0.06
(0.07)

0.43

0.01

0.09
(0.10)

0.46

0.02

0.17
(0.19)

0.48

0.01

0.16
TO/)

0.52

0.03

0.12
ToTTI)

0.55

0.05

0.10
To7T5)

0.63

0.04

0.12
To7T6)

0.71

Purchase Contract
Payments 0.05 0.08 0.08 0.09 0.10 0.11 0.16

Facility Services and
Program Direction 0.46 0.49 0.55 0.57 0.61 0.66 0.71

Total 1.01 1.13 1.30 1.36 1.40 1.56 1.73

SOURCE: Congressional Budget Office from General Services Administration data.

NOTES: Detail may not add because of rounding.

As of 1977, fiscal years are October to October.

a. Estimates do not reflect merger of the construction services account into the Federal
Buildings Fund, beginning in 1982.

b. Estimates exclude amounts for certain operating expenses, which are included under
facility services and program direction. These expenses total the equivalent of 25 percent
of the amounts listed in the table for construction, repair, and alteration.

each worker varies markedly among particular federal activities and agen-
cies; \J but overall, the space use for federal buildings compares favorably
with that reported by owners and managers of private office buildings. 2/

1. In 1982, the average office space used per worker varied significantly
among individual agencies. Among the largest tenant agencies, the
following use rates (in square feet per worker) were reported: Veter-
ans Administration, 175; Internal Revenue Service, 132; Social Securi-
ty Administration, 158; and Department of Defense, 132.

2. According to one source, federal agencies averaged 3 percent better
use of office space than tenants in private office buildings. This com-
parison is based on 1981 data reported for 19 localities and for a
broader nationwide sample in Building Owners and Managers Associa-
tion International, 1982 BOM A Experience Exchange Report.
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TABLE il. FEDERAL BUILDINGS FUND INVENTORY AND SPACE
UTILIZATION, 1976-1982

1976 1977 1978 1979 1980 1981 1982

USABLE SPACE

Inventory (In millions of occupiable square feet)

Office 135.7 137.7 140.7 142.9 141.8 142.5 142.9
Other 96.2 88.7 89.6 87.9 87.1 87.3 87.1

Total 231.9 226.4 230.3 230.8 228.9 229.8 230.0

Percent of Office Space
in Government-Owned
Facilities 51.1 51.2 50.5 50.7 52.0 52.1 51.8

Percent of All Space
in Government-Owned
Facilities 62.3 60.7 60.1 59.5 60.5 60.7 60.3

WORKERS

Thousands of Federal Workers

Office 753.6 780.0 794.3 805.5 797.7 822.6 820.5
Special 69.4 63.8 62.5 62.0 62.9 60.5 58.4

Total 823.0 843.8 856.8 867.5 860.6 883.1 878.9

Percent of Workers
in Government-Owned
Space (50.7) (50.9) (50.0) (50.0) (51.3) (51.3) (50.9)

USE OF SPACE

Use of Office Space
in Square Feet
per Worker 172 169 169 169 170 167 166

SOURCE: Congressional Budget Office from data provided by the General
Services Administration.
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The apparent improvement in use of space in recent years seems more
a result of GSA's reporting methods than of the fees (SLUCs) paid by
employing agencies occupying leased space. 3/ Experience under the FBF
suggests that the slight improvement achieved was attributable largely to
central guidance and direction by GSA. In addition, some agencies, such as
the Department of Defense, have improved use of space by restricting
facility expansion during periods of employment growth. The prospect of
incentives from SLUG financing could grow, however, as agencies face
tighter budgets and look for ways to reduce operating costs. GSA planners
believe that such incentives are already beginning to produce results.

Leasing—a Growing Federal Cost

Under the FBF program, the inventory of all types of leased space
increased only about 4.5 percent (from 87.4 million square feet in 1976 to
91.2 million in 1982), while the portion of employees housed in leased facili-
ties remained fairly stable. The costs of annual rental payments, in con-
trast, increased 65 percent during the same period. The higher rental pay-
ments reflect increases in the cost of space per square foot, which rose at
an average annual rate of 7.6 percent from 1976 through 1982.

Rental Payments. The increase in rental costs per square foot reflects
many factors, notably changes in the type or location of leased facilities,
the effects of escalator clauses in lease contracts, 4/ and the general im-
pact of inflation on the price of new or renegotiated leases. Together, these
factors produced an increase in the unit price of FBF leased space compar-
able, on a nationwide basis, with the general rise in the rate of

3. See General Accounting Office, GSA's Federal Buildings Fund Fails to
Meet Primary Objectives (December 11, 1981), pp. 15-19.

4. Escalator clauses cover about 60 percent of GSA lease payments and
pass certain increases for operating costs on to GSA. The escalator
clauses, usually limited to cost increases for higher real estate taxes
or for utilities and other building operations, may affect approxi-
mately one-fourth of lease costs in buildings serviced by a commercial
landlord. According to a recent GAO report, the number of leases
with escalator clauses has increased—from 9 percent of the total
lease inventory as of May 1978 to 69 percent of the total lease
inventory as of March 1982. See General Accounting Office, Use of
Escalation Clauses in GSA Leases (November 1, 1982).

28



inflation. 5/ The 7.6 percent average annual increase in FBF lease costs per
square foot compares, respectively, to an 8.8 percent average annual
increase in the Consumer Price Index (CPI) and a 7.4 percent average
increase in the GNP deflator. The increase in FBF unit costs for leasing is
not excessive when compared with these and other measures of changes in
nationwide rental costs (see overleaf).

Use of multi-year contracts seems to have played a minor role in
restraining GSA leasing costs. More than 95 percent of annual lease pay-
ments made by GSA go for contracts with firm terms of more than one year.
A review of new lease contracts awarded in 1982 shows widely varying ini-
tial rates that do not necessarily support a conclusion that multi-year leas-
ing itself is always more economical for the tenant. Rates for three- and
five-year leases, for example, average 60 percent more than those for one-
year leases. But average rates for leases of ten years and of 11 through 20
years run below those for shorter-term leases (three and five years)—some
11 percent and 39 percent, respectively. Local market conditions and dif-
ferences in types of space that may affect the lease term categories un-
doubtedly influence such comparisons, but no clear pattern of savings from
multi-year leases emerges. Factors other than savings, however—such as
lower administrative workload and avoidance of relocation expenses—argue
in favor of multi-year contracts.

Leasing Inventory. The recent relative stability of leased space, both
in square feet of inventory and in portion of employees housed, primarily
reflects the availability of new government-owned buildings financed
through purchase contracts. Since the creation of the Federal Buildings
Fund, the portion of leased space has stood at about 40 percent, which is
occupied by about half the work force. This pattern contrasts with trends
during the ten-year period prior to the creation of the FBF, when the por-
tion of the total inventory composed of leased space increased by nearly
one-half.

5. Nationwide price increases in the average cost of leased space
obviously do not isolate wide variations that may occur either in local
real estate markets or rates for new leases entered into versus
average prevailing rates for all leases in force.
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Percent Average
Increase Annual

1976-1982 Rate

Lease Costs to GSA
per square foot 58.3 7.6

Measures of Cost Changes

CPI 69.8 8.8

GNP deflator 56.7 7'.4

GSA survey a/ 54.7 7.2

BOMA survey b/ 78.5 9.7

Simple average 65.0 8.3

a. Reflects change in rates for private-sector space compar-
able to FBF facilities, as measured by GSA.

b. The calculations were derived from data published by Buil-
ding Owners and Managers Association, 1981 Downtown and
Suburban Office Building Experience Exchange Report, pp.
14 and 20. The survey of selected office buildings covered
different samples each year, ranging in size from 1,132
establishments in 1976 to 1,345 in 1980. The results were
extrapolated by CBO to cover the entire 1976-1982 period.

Level of Capital Investment

Budgetary obligations for contracts awarded to construct, repair, or
alter federal buildings grew from $70 million in 1976, to a peak of $190
million in 1978, declining thereafter to $160 million in 1982. When adjusted
for inflation, however, the level of capital investment has actually declined
relative to earlier periods. The 1982 level of $160 million is--in 1982 dol-
lars—about 70 percent below the average annual level for the 1966-1972
period (before establishment of the FBF) and 13 percent below the average
annual level for the seven years of fund's operation.
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A shift in the composition of the capital program accompanied the
decline in capital investment under the FBF system. In the last three years,
1980-1982, the portion of capital investment going for construction--as
opposed to the portion for repair and alteration--increased markedly, aver-
aging 29 percent of the total, in contrast to a 10 percent average for the
four years before 1980.

Other Cost Components and Program Reserves

Annual costs for purchase contract payments and operation of FBF
facilities are relatively difficult to control and have, along with program
reserves, changed markedly since the creation of the fund.

Purchase Contract Payments. The costs (obligations as now recorded)
for annual purchase contract payments, under authority that has now ex-
pired, increased steadily between 1976 and 1982--rising from $51 million to
$156 million. About three-fourths of this growth reflects payments cover-
ing some 31 projects for which principal and interest payments on purchase
contracts commenced during the 1976-1982 period. The remaining increase
largely reflects higher costs for earlier projects, including the payment of
local real estate taxes. The total amount for taxes being paid for all proj-
ects—some 15 percent of PC costs in 1982—essentially represents a trans-
fer of costs from one level of government to another. Such costs would
have been borne by local governments in the form of tax revenues forgone.

Facility Services and Program Direction. Costs for servicing federal
buildings and directing the FBF program increased some 54 percent during
the same period—from $461 million to $711 million. Nearly all of the
growth resulted from wage increases for federal workers and higher prices
for utilities, maintenance supplies, and other materials purchased by GSA.
When costs for this component are adjusted for inflation, the annual amount
in 1982 dollars declined by some 17 percent over the period, while the inven-
tory of serviced space declined only slightly. The resulting reduction in real
operating costs (in 1982 dollars) per square foot derived from several cost-
cutting activities undertaken by GSA, including expanded use of contracting
with private firms for custodial services (36 percent of obligations in 1976,
compared with just under 60 percent in 1982) and economies from energy
conservation (saving nearly $100 million in 1982). 6/

6. For discussion of the potential federal budgetary effects of con-
tracting out for services, see Congressional Budget Office, Contract-
ing Out for Federal Support Services (October 1982).
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Program Reserves, Reserves (unobligated balances) have also grown
since the creation of the FBF, both in absolute dollars and as a percent of
obligations. Between 1976 and 1982, reserves climbed from $161 million to
$706 million, or from 13 percent to 34 percent of obligations. Nearly three-
fourths of the growth in balances reflects contracts for construction, repair,
and alteration projects approved by the Congress but not yet awarded.
Some of these uncompleted projects apparently represent scheduling of work
for later phases of development—such as drawing plans and obtaining sites,
but others may reflect delays effected for budgetary reasons.

FUTURE REQUIREMENTS UNDER THE CURRENT SYSTEM

Assuming no appreciable change in the number of personnel requiring
GSA-administered space or in the amount of average office space assigned
to each worker, the inventory of all space is projected to decline from the
present 230 million square feet to 223 million square feet in 1988. This
slight decrease reflects estimated declines in space for storage and other
special facilities, resulting mainly from the disposal of obsolete properties.
The overall inventory of office space, in contrast, would remain fairly
stable, although its composition would change. As projects now under con-
struction are completed, the portion of the federal inventory consisting of
leased space will drop from today's 50 percent to 44 percent.

Under the projected baseline inventory, increases in new obligational
authority to fund the federal buildings program would accumulate to some
$3.6 billion through 1988 (see Table 5). Somewhat more than half of the
increases derive from estimated higher unit prices for capital investment,
rent, and other costs paid by GSA, and the remainder would come from an
expanded construction, repair, and alteration program. (Because of
Congressional interest in future FBF requirements, estimates in this section
represent new obligational authority as currently recorded. They are pre-
sented as a reference point for estimating savings under the alternative
planning assumptions and should not be confused with those in the Presi-
dent's budget or GSA's own planning documents.)

Capital Investment. As in the past, the level of capital investment
(construction, repair, and alteration of all types of space) scheduled for a
particular year is constrained by income from SLUG collections left over
after annual requirements for leasing and other costs are met. (The
individual proposals that make up the total program level reflect project-by-
project justification.) Because SLUG collections are estimated to increase
at a faster rate than most costs, the level of capital investment is projected
by CBO to increase markedly—from $0.2 billion to $0.7 billion between 1983
and 1988. In 1983 dollars, the projected average annual level of $0.5 billion
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TABLE 5. PRO3ECTED BASELINE INCOME AND COSTS FOR FEDERAL
BUILDINGS FUND, 1983-1988 (In billions of dollars)

1983 1984a/ 1985

Projected

1986 1987 1988 Total

INCOME

SLUG and
Other Income 1.77 2.18 2.45 2.67 2.94 3.12 13.36

NEW OBLIGATIONAL AUTHORITY .

Construction W
Repair and
Alteration *>/

Subtotal

Leasing

Other Costs c/

Total

0.08

JL-Ji
(0.24)

0.77

0.92

1.93

0.14

-0.16
(0.30)

0.88

0.97

2.15

0.27

jy2

(0.49)

0.95

1.03
2.47

0.27

^0.23

(0.50)

1.04

1.08
2.62

0.38

0.29

(0.67)

1.12

1.13
2.92

0.41

0.33

(0.74)

1.15

1.19
3.08

1.47

_L23

(2.70)

5.14

5.40
13.24

SOURCE: Congressional Budget Office from General Services Administra-
tion data.

a. Baseline costs for 1984 reflect a slightly different distribution of costs
among program components than that contained in the President's
current budget estimates.

b. Estimated new obligational authority for construction, repair, and alter-
ation excludes costs of projects approved in prior-year budgets. The
estimated level of construction, but not the selection of particular
projects for a given year, largely derives from the amount of SLUG
income remaining after funding the other FBF components. Because
CBO estimates less inflation for some FBF costs, the amounts available
for construction are greater than GSA estimates indicate. The estimat-
ed level for repair and alteration excludes associated operating expenses
which are included in the other costs category. Also excluded is the
impact of additional appropriations provided under the Emergency Job
Appropriations Act (Public Law 98-8).

c. Includes costs for annual payments for purchase contracts, operation of
public buildings, and overall program direction. Estimates of operating
expenses for the FBF substitute a CBO price inflator for the GSA rate.
The CBO substitute reflects slightly lower projected increases in energy
costs and federal employee wages.
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for the 1984-1988 period is almost 175 percent greater than that experi-
enced in the past. The following paragraphs describe baseline projections
concerning SLUG collections, leasing, and other noncapital components.

User-Charge and Other Collections. Annual revenues to the FBF
account from SLUG and other sources are estimated to increase from $1.8
billion to $3.1 billion between 1983 and 1988. About one-fourth of the
annual increase anticipates discontinuation of the 1983 freeze on SLUG col-
lections. Most of the remainder, more than two-thirds of the annual in-
crease, adjusts for the estimated higher unit rental prices that will be paid
in the private sector for comparable commercial space--the basis for
setting SLUCs. The higher unit prices, rising at an average annual rate of 8
percent (1984-1988), incorporate price changes caused by many factors:
market adjustments for prior-year inflation not built into multi-year leases;
changes in the type, quality, and location of the GSA space; and annual
inflationary increases on private-market lease rates.

Rental of Space. Under baseline assumptions, annual rental costs are
projected to increase from today's $0.8 billion to $1.2 billion in 1988. This
increase reflects additional costs accumulating over five years to some $1.3
billion because of higher unit prices for rented space. The price increases
result from the effects of three factors: general inflationary pressures on
future prices, changes in the composition of the leased inventory by geo-
graphic area and by type and quality of space, and most important, the high
cost of renewing or renegotiating multi-year leases. (For estimating pur-
poses, CBO projects the unit price for new leases to be about twice that of
the average unit price for leased space already under contract.) Overall,
the annual increase in unit prices for new leases is projected to average
about one-third higher than the rise in the rate of inflation as measured by
the GNP deflator.

Other Costs. The annual costs for purchase contract payments, opera-
tion of facilities, and program direction are projected to increase from the
present $0.9 billion to $1.2 in 1988. The increase mainly reflects higher
wages for federal employees operating FBF facilities and higher prices for
utilities and supplies.

ALTERNATIVE PLANNING ASSUMPTIONS

The level of future FBF program activity will reflect Legislative and
Executive Branch actions affecting the size of the work force housed in
government facilities and the efficient use of space. This section identifies



alternatives that illustrate the impact of different assumptions contained in
released GSA plans for the FBF regarding the size of the work force and the
use of space. The impacts described are measured against a current system
baseline that reflects no changes in these two variables. Three specific
alternatives to baseline assumptions are examined:

o A 12 percent reduction in work force size;

o A 19 percent reduction in office space assigned to each worker;
and

o Reductions in both the work force and the space assigned to each
worker.

Savings Estimates. The three planning alternatives offer cumulative
outlay savings through 1988 that range from $0.7 billion to $1.8 billion (see
Table 6); but two rely on actions in the Executive Branch that may run
counter to present GSA planning. The CBO-estimated savings incorporate
cost reductions--relative to the current baseline—that derive from reduced
leasing, some leasing out of federally owned space to nonfederal tenants, as
well as lower cleaning, guarding, and other operating costs. 7j The planning
alternatives assume no impact on costs for construction, repair and
alterations, leasing and operation of special-purpose facilities, and
payments for prior-year purchase contracts. The resulting savings under the
various options could be applied to either augmenting FBF capital
investment or to reducing the federal budget deficit.

For estimating purposes, the reductions in the inventory under
alternative work force and space use assumptions would be gradually phased
in through 1988 and distributed between leased and government-owned
space according to the relative proportion of each under the current

7. Savings from reduced leasing would fall within 9 percent of the leased
inventory that, on average, becomes available each year for renewal
or renegotiation at the average cost of such space. (GSA assumes
much lower lease savings at the prevailing average rate for all space.)
Savings from leasing out assume that half the available space would be
leased at rates equivalent to 75 percent of what GSA pays for new
leases. Put another way, the CBO estimates assume that GSA will
recoup about 37 percent of the marginal value of vacated space; using
different assumptions, GSA estimates about 30 percent of cost will be
recouped.



TABLE 6. ESTIMATED SAVINGS UNDER ALTERNATIVE PLANNING
ASSUMPTIONS FOR GOVERNMENT WORK SPACE,
1984-1988 (Outlays in billions of dollars)

1984 1985 1986 1987 1988 Total

Baseline Costs

CURRENT SYSTEM

2.14 2.47 2.61 2.93 3.08 13.23

Reduced Work Force
Size

Reduced Space
per Worker

Reduced Work Force
Size and Space
per Worker

ALTERNATIVES

0.02 0.09 0.14 0.19 0.25 0.69

0.04 0.18 0.25 0.34 0.43 1.24

0.06 0.26 0.39 0.51 0.64 1.85

SOURCE: Congressional Budget Office.

NOTES: Detail may not add to total because of rounding. The savings
estimates would shrink by about one-third if certain GSA
assumptions were substituted for CBO assumptions, including
those covering the unit price of leased space, the distribution of
inventory reductions between leased and government-owned
space, and the portion of vacant space that can be leased out.

system. J5/ Even with these allowances, the estimated potential savings will
be achieved only by careful planning that recognizes the difficulty of

8. The estimated inventory reductions assume phased implementation of
recent regulations governing utilization of office space by federal
agencies and GSA planning for changes in work force size. The
proportional distribution of reductions between leased and govern-
ment-owned space differs from GSA planning assumptions that take
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relocating federal activities and personnel. (The baseline and alternative
estimates assume completion of capital investment projects approved in
prior-year budgets.)

Assumption III-1—Reduction in Work Force Size

In contrast to the baseline projections, this alternative reflects
implementation of a 12 percent reduction in federal personnel working in
GSA facilities through 1988. 9/ The force reduction, totaling some 92,000
workers over five years, follows past efforts to trim the federal work
force--at least in nondefense agencies—and GSA planning assumptions. As
a result of this reduction, annual requirements for office space would
decline from the baseline projection by some 16 million square feet by 1988.
The reduction in office space is assumed to have little impact on the
distribution of federal employees located in leased and owned facilities; but
some 8.5 million square feet of government-owned space would no longer
house federal activities and thus would become available for leasing to
nonfederal tenants.

Between 1984 and 1988, savings under this planning alternative would
grow from about $20 million to $0.2 billion, for a total five-year savings of
$0.7 billion. Upon full implementation after 1988, annual savings would
exceed $0.3 billion. Considerations other than savings might weigh more
heavily in evaluating work force reductions, including the cost and program-
matic impacts of operating the government's nondefense activities, the
hardships caused workers who might be laid off, the effects on morale, and
the short-term costs of reductions in force. 10/ Such factors have undoubt-
edly influenced the Administration's 1984 budget decisions that show a

most of the inventory reductions from the portion that is leased.
Thus, savings estimated by CBO would increase under GSA assump-
tions that space reductions can be taken primarily from leased space.

9. The assumed 12 percent workforce reduction, averaging some 2.1 per-
cent per year, is phased in at 3.6 percent and 2.5 percent annual
decrements for 1984 and 1985 and an average 1.9 percent decrement
for each of the remaining three years.

10. For a discussion of the costs of federal layoffs, see Congressional Bud-
get Office, Cost of Potential Layoffs Under the Administration's
Employment Reduction Program (July 1981).

37



relatively stable civilian nondefense work force through 1985. ll/ Such
budget estimates argue against adopting, for plan-planning purposes, the
more stringent work force assumptions in this alternative.

Assumption III-2—Reduction in Space Per Worker

This alternative assumes more austere use of office space, as reflect-
ed in recently issued GSA regulations governing tenant space requirements.
For estimating purposes, the amount of office space assigned per worker
would fall 19 percent by 1988—from 167 square feet estimated under the
current policy baseline to the GSA target of 135 square feet, with a mini-
mum first-year reduction of 10 percent for most agencies. 12/ As a result,
the estimated annual requirement for office space would decline by 26.4
million square feet for 1988. Under the CBO estimates, this alternative
plan would not appreciably change the mix of personnel housed in leased and
government-owned facilities in the short run. As in the work force
reduction alternative, excess federal space would become available for
outleasing, and in fact, in greater quantities.

Savings from the reduced space per worker are estimated by CBO to
total $1.2 billion over five years, growing from less than $50 million to $0.4
billion between 1984 and 1988. Annual savings thereafter would exceed $0.5
billion. Experience under FBF indicates that reductions in the use of space
are hard to achieve and require strong central guidance and direction.
Achieving a target of 135 average square feet per worker will require agen-

11. According to the Administration's special analysis of civilian employ-
ment in the Executive Branch, the nondefense work force is slated to
decline from the actual 1982 level of 1.098 million to some 1.084
million for 1985. See Special Analysis, Budget of the United States,
Fiscal Year 1984, p. 1-2.

12. On March 8, 1983 GSA issued regulations that prescribe policies and
procedures for improving the cost effectiveness of agencies1 use of
space. Comments on the regulations may be submitted any time prior
to June 30, 1983 to insure their consideration in the drafting of the
final regulation. See Federal Register, Volume 48, Number 46, March
8, 1983, p. 1982. These regulations rely on GSAfs statutory authority,
but they have been reinforced by an executive order that sets proce-
dures for agency use of space in more general terms. Executive Order
No. 12411, Government Work Space Management Reforms (March 29,
1983). See Federal Register, Volume 48, Number 63 (March 31, 1983),
p. 13391.
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cies to undertake active space management programs. 13/ Space reassign-
ment would undoubtedly disrupt some ongoing agency operations in the near
term, however, resulting in temporary losses of productivity and morale.
Finally, annual savings from space economies materialize only gradually be-
cause of initial requirements for relocation, space alteration, and cancella-
tions of leases or the outleasing to nonfederal tenants.

Assumption III-3—Reductions in Work Force and Space Per Worker

This planning alternative—the most stringent of the three—assumes
implementation of both the work force and space reductions set forth in the
previous two options. Through 1988, the combined effect would reduce the
requirements for office space by 39 million square feet, or 28 percent; some
21 million square feet of government-owned space will be vacated. The mix
of employees housed in owned versus leased space, however, would not
change appreciably for some time.

This plan offers the greatest potential money savings among the three
alternatives—accumulating to some $1.8 billion by 1988. Savings would
grow from about $60 million in 1984 to $0.6 billion in 1988. Annual savings
thereafter would exceed $0.8 billion. (The five-year savings could be
augmented by more than two-thirds if the option were modified to include a
freeze on new construction, although certain long-term economies associ-
ated with construction of federal buildings, as discussed in Chapter IV,
would be deferred.) Despite the appeal of such high savings, adopting these
planning assumptions would involve considerable risk of budgetary shortfalls,
should the assumptions understate future requirements. At present, work
force reductions are not implicit in other budget decisions, and past expe-
rience suggests that sustained improvements in the efficient use of space
are difficult to obtain.

13. Examples could be found in the Department of Agriculture, the De-
partment of Defense, and the General Services Administration, which,
respectively, have produced utilization averages in Washington, D. C.
of 155 (Agriculture/South Headquarters), 125 (DOD/Pentagon), and 135
(GSA/Central Office Building).
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CHAPTER IV. LEASING VERSUS NEW CONSTRUCTION

In the past several years, many legislators have expressed concern that
the General Service Administration's current system for acquiring space
biases choices toward leasing, and as a result, the federal government fails
to capture the longer-term economies of building and owning its own
facilities. (Construction, though costly while under way, and especially so
for the federal government, offers potential long-term savings.) This
concern stems in part from the sharp decline over the past two
decades--from 82 percent to 50 percent—in the portion of federal
employees working in government-owned facilities. Although this decline
occurred prior to creation of the Federal Buildings Fund, increased reliance
on leasing continues to be a subject of debate.

The CBO analysis, reviewed in this chapter, finds that several aspects
of the decisionmaking process do indeed skew choices in favor of leasing.
After recapitulating the recent legislative proposals to correct this bias, the
chapter identifies several critical considerations that influence lease-
versus-ownership decisions. The chapter closes with three options for
moderating the biases in the present system.

RECENT LEGISLATIVE BACKGROUND

In 1980 and 1981, the Senate passed two bills (S. 2080 and S. 533)
aimed partly at correcting what it believed to be GSA's excessive spending
for rental of commercial facilities and inadequate funding for federal
construction. Both proposals would have required adoption of a new system
for annual authorization and budgeting of public buildings projects, a
long-range planning process for meeting federal space needs, and an
eventual goal to increase the portion of federal personnel occupying
government-owned, rather than leased, quarters. The 1981 bill, S. 533, also
included provision for the full funding of multi-year leases. A subsequent
Senate bill, S. 2451, contained only the annual authorization and budgetary
provisions of S. 533, but the sponsors of S. 2451 believed that the mandated



changes specified in the bill would accomplish similar objectives. Related
legislation is now under consideration by the Senate as S. 452. \J

BUDGETARY BIASES THAT FAVOR LEASING

The current structure of the FBF exhibits a pro-leasing bias that
reinforces more widespread biases resulting both from general fiscal pres-
sures to limit spending government-wide in the short run and from
deficiencies in long-range planning for federal space needs. These more
pervasive biases operate independently of the particular budgetary structure
of the federal buildings program. (The relative costs of leasing versus
construction are examined later in this chapter.)

Structural Bias of the Federal Buildings Fund

The structure of the FBF account has been cited as fostering reliance
on leasing. Critics of present FBF accounting methods point to two factors:
the partial funding of multi-year leases, and the reliance on Standard Level
User Charge financing for capital investments and other FBF activities.

Funding of Multi-Year Leases. As discussed in Chapter I, lease
obligations and new obligational authority represent annual lease payments
only, not full contractual commitments for such undertakings as construc-
tion. With the full costs of multi-year leases unrecorded when the contracts
are entered into, the leasing choice seems more attractive from a budgetary
viewpoint. To meet space needs, the Congress and the Administration now
can either deplete the FBF in the short term through commitments for
construction or ease the burden on the fund by spreading out costs
(obligations) through use of leasing. Some observers see full funding as the
solution to this bias; accounting for full lease commitments in the first year
of all contracts entered into would end the short-term accounting advantage
of leasing. But this would have the near-term effect of depleting the funds
available for new construction. Such a change in accounting would not
affect budgetary outlays—that is, disbursements to commercial landlords.

Resources Available from User-Charge Financing. The constraint on
FBF expenditures resulting from the link to SLUCs can prevent attempts to
convert from leased to government-owned space within the FBF system.
Given available resources, in fact, the fund would have been virtually unable

1. Sponsorship of these bills has come from both sides of the aisle in the
Senate, with S. 2080 put forward by Senator Moynihan (D-N.Y.) and
S. 533, S. 2451 and S. 452 by Senator Stafford (R-Vt.)



to support a much higher level of construction and thus significantly reduce
GSAfs dependence on commercial leasing. In theory, if GSA had planned
more new construction to accommodate half the leased office space con-
tracted for since the creation of the FBF, the SLUG resources of the fund
would have been depleted, and some $0.6 billion of additional capital would
have to have been appropriated by the Congress. Such appropriations have
been rare in the past, and they have only been made available for special
needs. (This estimate assumes that construction costs of $0.9 billion for
some 21.5 million square feet of space would have been partly financed by
some $0.3 billion both from balances in the fund and from reductions in
leasing costs through 1982.)

It is impossible to isolate the extent to which a bias in the budgetary
structure of the FBF program—accounting practices and SLUG limits on
expenditures—has diminished the level of capital investment. But even
without such constraint, other biases in governmental decisionmaking have
contributed to GSA's increased reliance on leased property for meeting
federal office-space requirements.

Fiscal Pressures

Under any federal program, budgetary decisions about the level of
capital investment may be influenced by a desire to minimize near-term
spending. Thus, the obviously lower annual outlays for lease payments
(regardless of how obligations are recorded) look initially more attractive
than investing in new construction, which always entails substantially higher
near-term outlays. This intrinsic fiscal bias may be especially strong when
large annual budget deficits and rapid inflation coincide. With regard to
high inflation, the leasing of commercial space usually entails purchasing
access to already-constructed buildings that created demand on construc-
tion resources in earlier years.

In the ten years preceding the establishment of the current FBF
system, budgetary controls—albeit often short-lived—were invoked by
different administrations to cut back or freeze the level of new construction
starts. During this time, however, no such budgetary action has been taken
to limit the level of leased space directly, which is usually the residual
resource available to GSA for meeting the space requirements of federal
agencies. Since creation of the FBF program, general budgetary pressures
seem to have restrained the level of obligational authority approved by the
Congress.

Reliance on leasing appears nonetheless to have stabilized since the
start of the FBF system, but this may be attributable not so much to SLUG



financing as to inventory additions of government-owned buildings under
now-expired authority for purchase contract financing. If the space
requirements met by PC projects had instead been filled through increased
leasing of commercial space, the percentage of personnel housed in leased
facilities would have increased to 54 percent—leaving 46 percent in
government-owned space. Though the mix of leased and government-owned
space may have stabilized with the advent of PC financing, budgetary
restraints may still have prevented a further growth of investment in new
construction.

Long-Range Planning. In the past, general budgetary and fiscal
pressures may have been accompanied by biases resulting from GSA's lack of
effective, long-range planning. Only realistic program assumptions and
comprehensive assessment of priorities can ensure implementation of GSA's
key long-range goals. Without such planning, meeting future space needs by
construction is difficult because of the long lead time required for planning,
design, and actual building. As a result, the leasing of buildings already
constructed has been necessary to meet unanticipated space requirements.
In addition, GSA's most recently published long-range plan, prepared for the
1984 cycle, appears also to have been influenced by pressures to restrain
spending in the short run. 2j The proposed program for construction, repair,
and alterations accelerates sharply in the out years, 1984 through 1988.
For instance, the real level (in 1984 dollars) for the last year of the
five-year cycle is about one-half higher than the level in the first year.
(Chapter II describes weaknesses cited in GSA's long-range planning and the
relationship to the authorization and budgeting process.)

BIASES IN COST COMPARISONS

Regulations set down by OMB also influence space acquisition deci-
sions. Before GSA submits a proposal to the Congress for acquiring
additional space, guidelines in OMB circulars require a "present-value"
comparison of the options available such as leasing, or government owner-
ship through purchase of existing facilities or new construction. Critics
charge that, in the interest of short-term budgetary advantage, the OMB
has systematically skewed the specifications in these guidelines. _3/

2. See General Services Administration, Public Buildings Service Manage-
ment Plan, pp. 29 and 51.

3. Report of the Committee on Environment and Public Works, U.S.
Senate, The Public Buildings Act of 1981 (April 30, 1981), p. 6.
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Present-value analysis allows comparison of all economic costs under
different methods of obtaining space. Present-value analysis is predicated
on the assumption that, over time, money has earning power. A dollar
available today is worth more than a dollar available next year, and
conversely, waiting to spend a dollar until next year offers an opportunity to
use the dollar productively in the meantime. Alternative acquisition
investments, such as leasing or construction, will normally incur different
costs at different times. To make a comparison, the costs at varying
moments must be reduced to a common basis. The measure usually chosen
is the present value.

The discount rate—a key factor in present-value analysis—is used to
value the resources made available or forgone under the various methods of
obtaining space. Specifically, it represents a relevant interest rate, or real
rate of return, assigned to whatever money would or would not be available
for other purposes.

Choosing the Discount Rate

What an appropriate discount rate would be is subject to considerable
uncertainty. The higher the discount rate, the lower the cost of the leasing
option relative to construction, because a high discount rate reduces the
present value of dollars spent in the distant future (as under leasing) more
than a low discount rate does. Calculated for Circular A-104 by OMB in
1972, current guidelines prescribe a 7 percent rate, which is intended to
reflect the internal real rate of return on general-purpose real property
leased from the private sector. 4/ Data do not exist to replicate or evaluate
in detail the basis for that particular discount factor. (However, a review of
historical data used by mortgage bankers to make loans for office building
investments suggests expected real rates of return of 5 percent or possibly

4. The 7 percent discount rate, stipulated in 1972 in OMB Circular A-104
(Section 4f) was apparently adapted from analysis of rates of return on
assets in all sectors of the economy by J.A. Stockfish, Measuring the
Opportunity Cost of Government Investment, published by the
Institute for Defense Analysis (March 1969). As noted in the Economic
Report of the President (February 1983), p. 84, real returns on
corporate capital for all sectors combined have ranged between 8
percent and 15 percent since 1945. In recent decades, returns for
private investors have been much lower and at times, even negative.
The large difference between the total and private returns on
investments is attributable to taxes, which extract a portion of the
total return on private investment.
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much lower on such assets. 5/) The General Accounting Office (GAO) has
criticized the underlying basis for the OMB rate, claiming that it sets the
discount rate too high, and therefore biases comparisons in favor of leasing.

Review of GAO Criticism. In 1975, GAO recommended that the dis-
count rate stipulated in Circular A-104 be replaced by the average yield
(net of current inflation) on outstanding long-term marketable obligations of
the U.S. Treasury. 6/ If applied in 1979, the GAO recommendation would
have lowered the real discount rate to about 0.2 percent and would have
pushed up the cost for leasing relative to that for new construction.
Historically, the overall cost of Treasury borrowing has been such that
adoption of the GAO recommendation would lead to a real discount rate
markedly lower than the 7 percent rate in the OMB guidelines, and thus it
would increase the number of comparisions showing construction as more
economical. The real rate of federal borrowing for either the short or long
term has averaged less than 2 percent over the past 20 years. (These
historical estimates of real borrowing costs derive from nominal rates less
the actual change in the GNP deflator, and they do not attempt to adjust for
anticipated inflation.)

In essence, the respective OMB and GAO positions on an appropriate
discount rate represent two different perspectives on the alternative
opportunities made available or foregone by government investment. The
OMB approach recognizes that government investments of capital mean that
fewer resources are available for investment in the private sector. Because
the GNP would be lower if the government invested in projects with below-
market rates of return, the discount rates now prescribed ought to value
federal resources at the same rates as they do private-sector investments.
The GAO, on the other hand, prefers a discount rate based on the cost of
borrowing by the U.S. Treasury to select the least expensive method for the
government to acquire space. Analysts at GAO believe that long-term
Treasury borrowing rates offer a more appropriate basis for discounting,

5. A CBO analysis of financial data reported by the American Council on
Life Insurance shows expected real rates of return on office buildings
(borrowed capital and equity combined) averaging from 0.8 percent to
5.2 percent for the 1966-1982 period. The difference depends largely
on how the cost of obsolescence is treated and to a lesser extent, on
how expected inflation is estimated.

6. See General Accounting Office, Improved Procedures Needed for
Justifying Lease Acquisitions of Federal Buildings (February 13, 1975)
and General Services Administration's Lease Versus Construction Pre-
sent-Value Cost Analyses Submitted to the Congress Were Inaccurate
(June 20, 1980).



since the discount rate represents the value of federal resources rather than
the value of private-sector resources. 7/ This latter approach is appropriate
if the government is seeking, as a private investor might, simply to
maximize its own financial position, rather than the efficient allocation of
resources in the economy as a whole.

If a present-value analysis uses a discount rate based on government
borrowing (as GAO recommends), then it creates a bias in favor of capital
investment—such as constructing a federal office building. The bias occurs
because government borrowing rates are lower than those paid in the private
sector that help finance private ownership of office buildings and that thus
show up in rental costs. Under the GAO approach, an incongruity emerges.
The rental rates on a lease include the private investor's cost of financing at
higher borrowing rates; if these rates are discounted for present value at the
lower federal borrowing rates, the result is an overstatement of leasing
costs. The appropriate rate must discount the cost of capital actually
experienced in the private sector, since that is the alternative use of
resources, regardless of the option taken. Use of low federal borrowing
rates tends to encourage inefficient use of scarce capital.

Constructing an Appropriate Discount Rate. Treasury borrowing rates
are lower than private rates of the same maturity, primarily because private
enterprises are subject to the risk of financial failure. 8/ When federal
borrowing rates are used to evaluate projects, there is an implicit assump-
tion that the risks of failure should be borne by taxpayers. For present-
value discounting in lease-versus-construction decisions, adding a risk factor
to federal borrowing rates would end an inefficient bias in favor of capital
investment. An approximation of this difference between private-and
public-sector borrowing rates can be captured by comparing long-term
Treasury borrowing rates against private-sector rates for new mortgage
commitments to finance commercial office buildings. Over the past two
decades, this difference averaged almost 2 percentage points (see Figure 1).
Assuming that the same expected inflation rates influenced both markets to
the same degree, this means that the differential is a relatively pure
measure of market risk in the mortgage commitments area.

An appropriate real discount rate for the purpose of FBF lease-versus-
construction comparisons would be the sum of the added factor for risk and

7. See General Accounting Office, Internal Handbook, Chapter 20, pp.
20-1 through 20-16 (July 1, 197*).

8. In addition, the depth and breadth of the market for Treasury
securities make them more "liquid" (readily convertible into cash) than
most private debt obligations.



Figure 1.

Imputed Cost of Risk in Private-Sector Borrowing
for Office Buildings, 1963-1982
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SOURCE: Derived by Congressional Budget Office from public and private data.

NOTES: The risk-free government rates are derived from reported annual
yields on outstanding U.S. securities at constant maturities of 20
years. The private rates derive from loan commitments of
$100,000 or more on commercial office buildings, as reported to
the American Council of Life Insurance Companies by some of its
members. The rates in 1966 and beyond reflect weighting based
on the dollar amounts of reported loan commitments; in earlier
years, weights were based on the number of commitments report-
ed. The imputed risk factor may be somewhat understated be-
cause the loan commitments for private rates do not include the
additional yield (unquantifiable) from discounts, fees, or allow-
ance for return from any participation in equity or from any shar-
ing of rental income. Although such factors have become more
important in recent years, the imputed risk factor would still
average about 2 percent if the analysis excluded the last four
years. In addition, the possible underestimate of risk costs may
be minimal because the rate on loans placed cannot exceed the
commitments but, in some cases, may be lower.



a measure of the (risk-free) real rate of interest. The CBO has estimated
the latter by subtracting the annual rate of inflation as measured by changes
in the GNP deflator from the average real annual yield on three-month
Treasury bills over the period 1963-1982. 9/ When these real federal bor-
rowing rates incorporate a risk factor, the resulting proxy rate averages
nearly 3 percent over the past 20 years. 10/ Obviously, a risk-adjusted real
rate may change in the future, but historically, the estimated rate exceeded
5 percent in only one case. (Under CBO near-term budget projections, the
method used in this paper would produce a discount rate of 4.5 percent in
1984 and 3.9 percent in 1988, although the implications of these near-term
projections on historical averages are most uncertain.)

The 7 percent discount rate stipulated by OMB differs from the CBO
imputed 3 percent rate because OMB's rate intends to represent internal
rates of return in private-sector property operations, rather than
approximate private-sector borrowing costs. Many economists favor a
discount rate based on rates of return on privately held assets to evaluate
the costs of government investment. Used in GSA lease-versus-construction
decisions, the 7 percent rate creates a bias toward long-term investment.
Lease rates would include the private-sector cost of financing; but when the
federal costs of leasing are discounted for present value at the higher OMB
rate, the out-year costs are understated. This seems to encourage
inefficiencies in purchase-lease choices by biasing the results toward out-
year costs, such as those incurred in a leasing agreement.

THE ECONOMIES OF FEDERAL OWNERSHIP

When comparing both cash effects on the FBF budget and present
values, the CBO analysis confirms that, in many cases, construction seems

9. By calculating the real rate of interest for such short-term invest-
ments, the requirement that "expected inflation" be deleted is ap-
proximately met because actual and expected inflation cannot differ
materially over such a short period.

10. Use of the three-month Treasury bill rates presents a somewhat
incomplete picture of real borrowing costs, because private-sector
capital investments are not typically financed by such short-term
rates. (In the federal government, by contrast, specific debt issues are
not ordinarily assigned to particular governmental activities or types
of projects.) Undoubtedly, differences between expected inflation
account for much of the difference between short- and long-term
rates. To the extent that other considerations account for some of the
difference, however, the 3 percent discount rate may be understated.



to offer long-term savings relative to leasing. The economies result partly
from widely varying conditions in local real estate markets, which drive up
rents to the point that costs of federal ownership are eventually exceeded.
This occurs despite the fact that buildings constructed by the private sector
and leased to the government are generally less expensive than federally
constructed buildings (see section below on "other influences").

Budgetary Savings

Measured over a project's useful life, leasing ordinarily requires larger
total cash payments by GSA than would federal construction and ownership
of the same space. This occurs because rents for commercial office space
are often set to recoup costs within 15 years or less. The near-term cash
impacts of leasing, however, are much smaller than those for construction—
an important consideration in light of current efforts to reduce federal
budget deficits.

From the perspective of the FBF budget, leasing commercial space of
100,000 square feet or more typically requires about 40 percent greater cash
disbursements at the end of 34 years than does government ownership.
(Consistent with A-104 cost comparison guidelines, the analysis covers four
initial years of project development plus 30 years of building occupancy.)
As shown in Table 7, disbursements for either option are about equal by the
twentieth year. In that year, the cumulative amounts for leasing would
nearly equal those for construction, repair, and operation of a federal
building, ll/

Method of Analysis. The CBO's comparison of cumulative GSA
disbursements derives from analysis of data on 42 projects, each with at
least 100,000 net square feet of office space. The cost estimates for
ownership and leasing were supplied by GSA although CBO made some
adjustments in operating costs to reflect geographic differences in federal
and private-sector experience. From the individual project data, CBO

11. Comparisons of GSA disbursements disregard other budgetary outlays
that may arise from Treasury borrowing to meet overall aggregate
federal cash requirements; specifically, they exclude the interest
payable on the large debt that may be incurred in the construction
phase. Under the unified budget, however, most Treasury borrowing is
not assigned to particular projects or governmental activities but
reflects the aggregate demands for cash government-wide.
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TABLE 7. ESTIMATED CUMULATIVE GSA DISBURSEMENTS FOR
CONSTRUCTION AND OWNERSHIP VERSUS LEASING FOR
A TYPICAL PROJECT OF 285,000 NET SQUARE FEET
(In millions of 1980 dollars)

Leasing
Construction/ as a Percent of

Time Period Ownership Leasing Construction

First Four Years
(Development)

Through Ten Years

Through 15 Years

Through 20 Years

Through 25 Years

Through 30 Years

Through 34 Years

46.5

53.4

59.5

66.3

73.2

79.8

85.0

—

23.8

43.6

63.5

83.3

103.1

119.0

—

45

73

96

114

129

140

SOURCE: Congressional Budget Office

constructed a composite prototype to compare outlays. 12/ (For office
projects of less than 100,000 square feet, a similar composite showed only 7
percent greater costs for the leasing option, with cumulative costs becoming
about equal after 30 years. These smaller projects are not generally located
in areas where GSA now leases much commercial space.) The outlay
comparisons were based on 1980 prices and thus did not consider the impacts
of future inflation. If, for example, all recurring annual costs for repairs,
operation, and rents increased at an annual rate of 5 percent relative to the
fixed costs of construction, the leasing option would require 93 percent
greater outlays at the end of 34 years.

12. The project data was taken from GSAfs study, An Economic Analysis
of Future Federal Office Space Requirements and Options (May 1981).



Though some observers view them as important, the budgetary com-
parisons described above disregard both the fact that expenditures occur
over different time periods and that a building has a residual value.

Savings from a Present Value Perspective

Comparison of present-values for leasing and construction, unlike the
budgetary perspective described above, considers the fact that the cash
disbursements for each method of acquisition occur over different periods of
time, and that after the period of evaluation, an owned facility has a
remaining, or residual, value to the federal government. (The residual
value, in effect, represents an asset's future worth—either to reduce
budgetary costs by extending the period of the property's use or by selling it
as surplus.) Present-value comparisons also consider the off-budget costs of
real estate taxes denied local governments with federal ownership of
buildings. When comparisons take such factors into account, significant
opportunities for savings under the ownership option remain, provided the
real cost of borrowing (expressed as the discount rate) stays below 5
percent. This conclusion is supported by a 1981 study undertaken by GSA
and by a detailed CBO analysis of the data base used in that report. As
noted, the results are highly sensitive to the particular discount rate used in
the present-value analysis (see Table 8 later in this chapter).

The GSA Study. Analysis conducted in 1981 by GSA shows that cost
comparisons incorporating discount rates based on the highest real Treasury
bill rate paid during the past 30 years—2.5 percent—reveals construction to
be less costly than leasing in four cases out of five. The GSA study does not
recommend a particular discount rate, but it shows construction as the
preferred option more often than not, so long as the real discount rate
remains below 5 percent. According to the GSA report, the results remain
about the same when tested for changes—plus or minus 15 percent—in
various individual cost elements. 13/ The results of the analysis, incorpor-
ating local market conditions for leasing in 1980, could change under
different economic circumstances.

The GSA findings are based on present-value comparisons of leasing
and construction cost data for 126 office space projects throughout the
nation. (See box on the next page for the elements included in an individual
cost comparison.) GSA weighted the results of its analysis to reflect the

13. See General Services Administration, Office of Planning and Analysis,
An Economic Analysis of Future Federal Office Space Requirements
and Options (May 198171
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EXAMPLE. COSTS OF CONSTRUCTION/OWNERSHIP VERSUS LEASING

This example, a composite project, uses GSA's construction and leasing cost data for
42 projects in 38 areas nationwide. Each project has at least 100,000 net square feet
of office space. Here, acquiring 285,000 net square feet of office space appears to
cost about 75 percent more if obtained by leasing commercial space rather than by
constructing and owning a federal building. If, however, estimates are adjusted by
present-value analysis to consider each choice's different distribution of expenditures
over time, the comparison would show construction as somewhat costlier. Estimates
disregard future inflation. The comparison of present values uses a 5 percent dis-
count rate; obviously, other rates would yield different results.

Costs in millions of 1980 dollars

Unadjusted for Adjusted for
Cost Components Present Value Present Value

FEDERAL CONSTRUCTION AND OWNERSHIP

Project Development 46.50 a/ 40.87

Repairs and Alterations 15.66 b/ 6.42

Building Operations 22.91£/ 9.89

Local Real Estate
Taxes (Unfunded) 9.87 d/ 4.26

Assets1 Residual Value
for Continued Use or Sale -27.01 £/ -5.14

Total Costs 67.91 56.30

COMMERCIAL LEASING

Total Costs 119.01 f/ 51.42

a. Estimate includes $5.58 million for site design, project management, and in-
spection, and $40.92 million for construction.

b. Estimate assumes that annual costs for repair and alteration begin in the second
year of occupancy and average the following percentages of the estimated con-
struction cost: 1.13 percent per year for the first ten years, 1.47 percent per
year for the next ten years, and 1.36 percent per year for the last nine years.

c. Annual costs for building operations are estimated at $2.68 per net occupiable
square foot over the 30 years of occupancy.

d. Estimates assume local real estate taxes of $1.15 per net square foot for each
of 30 years of occupancy.

e. Estimated residual value is calculated according to formulation in OMB Circu-
lar A-106. Accordingly, obsolescence is estimated to reduce building worth to
59 percent of initial value and the value of the site is estimated to appreciate
in real terms by 56.3 percent.

f. Estimate assumes 30-year rental payments at an annual rate of $13.92 per net
occupiable square foot.
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relative amounts of office space it leased in areas where the sample
projects were located. In doing so, the analysis considers the opportunities
available in any given area to convert from leased to government-owned
buildings if such actions could generate savings. For instance, a sample
project that received a small weight would indicate that it was located in an
area in which there was little opportunity to convert from leasing to
government ownership. After weighting, the 126 projects covered by the
study account for about 80 percent of all office space leased by GSA in
1980. The GSA comparisons also convert costs to 1980 dollars before
adjusting for the different periods of time that expenditures occur. 14/

CBO Analysis. Using the GSA data base, with some adjustments, CBO
reconstructed the present-value cost comparisons developed for the 1981
study. 15/ The CBO analysis confirms the GSA findings that construction
proves more economical than leasing most of the time—provided the real
discount rate remains below 5 percent. Consistent with GSA findings, CBO
analysis also reveals that both the incidence and degree of savings are highly
sensitive to the particular discount rate used in the cost comparisons. When
cost comparisons incorporate a 2 percent discount rate, consistent with the
historical real rate of all Treasury borrowing, construction would be the
preferred alternative for about four-fifths of all projects, according to CBO
analysis. If the comparisons use the CBO 3 percent rate, construction is
favored in nearly two-thirds of the cases, and the space converted to
construction would eventually save about 30 percent, on a present-value
basis, relative to leasing. At the OMB 7 percent discount rate, on the other
hand, the construction option is more economical in about one-third of the

14. Using real costs (constant 1980 dollars) is consistent with generally
accepted evaluation methods and with criteria for present-value
analysis stipulated in OMB guidelines. Such a practice removes
uncertainty and estimating difficulties that would arise by trying to
project future price increases for the various components included in
the cost comparisons.

15. In reconstructing the GSA cost comparisons, CBO applied several
changes to the data. The first two incorporated information, reported
to Building Owners and Managers Association International, on re-
gional differences in local property taxes (GSA used an average
national rate) and on differences between federal and private-sector
costs of operating office buildings (GSA used private costs only). A
third change adjusted the residual value of federal buildings consistent
with the formula prescribed in OMB Circular A-104, which assumes a
slight annual real appreciation in land values. Finally, CBO developed
its own factors for weighting to derive a nationwide average, because
this part of the 1980 data base is no longer available.



cases and in the long run, savings relative to leasing average only $9 for
every $100 spent (see Table 8).

TABLE 8. INCIDENCE AND DEGREE OF PRESENT-VALUE SAVINGS
FROM CONSTRUCTING RATHER THAN LEASING
UNDER SIX DISCOUNT RATES (In percents)

Real
Discount
Rate

2 percent

3 percent

4 percent

5 percent

6 percent

7 percent

Comparisons
Supporting

Construction^/

83

64

58

45

36

34

Average
Savings (Relative

to Leasing) in Which
Construction Is
Less Expensive

31

30

24

20

16

9

Average
Cost Increase in

Which Construction
is More Expensive

49

39

51

56

62

77

SOURCE: Congressional Budget Office.

a. Results weighted to reflect amounts of leased space in areas where
projects were compared.

The results of the 126 cost comparisons prepared by CBO demonstrate
that, under all discount rates, overall economies are maximized if the
decisions for each project reflect case-by-case evaluation of the compara-
tive cost of construction and leasing. Even if all projects were constructed,
however, some smaller overall savings would still result, relative to
aggregate costs for leasing, provided the real discount rate did not exceed 3
percent (see overleaf).

Two additional findings emerge from the CBO analysis of the GSA
study. First, results are highly sensitive to weighting for the amount of
GSA-leased space in project areas. On an unweighted basis, for example, a
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Net Savings from Construction
Under Alternative Discount Rates

Discount Rates in Percents

2 3 4 5 6 7

Resulting Savings (+) and Costs (-) in Percents

+ 17 +5 -8 -22 -34 -48

5 percent discount rate shows construction to be more economical in only 19
percent of the cases—as compared with 45 percent after weighting. This
would argue against applying nationwide averages of construction-versus-
leasing economies to individual cases. Such unweighted results, however,
have little influence on nationwide lease-versus-construction economies,
because they do not consider differences in project size or more important,
in local opportunities available to alter the mix of leased and owned space.
Second, federal construction of relatively small projects--those under
100,000 net square feet of office space—do not yield savings. This has
little impact on the weighted results, however, because small projects are
located mainly in areas where GSA leases little space.

Other Influences on Federal Building Costs

Special aspects of federal construction and its associated extra costs
may influence decisions on how best to obtain needed space. Relative to
private construction, the higher costs of federal construction result both
from a lack of market incentives and from special requirements, many set
in law, for construction of federal buildings.

In the private sector, construction costs may be relatively lower; to
make a profit, private developers must be able to recoup construction and
operating costs. The government operates under no similar market incen-
tive. Federal construction costs often exceed those in the private sector.
Higher federal costs are in fact taken into account when the costs of
federally constructed buildings are compared with the costs of leasing
commercially constructed facilities. (Despite the higher costs of federal
construction, analysis shows federal ownership offers long-term savings
relative to leasing.) The difference in development costs can be significant;
a 1976 study conducted for GSA indicated that the average federal con-
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struct ion cost for a usable square foot of space was two-thirds higher than
that in the private sector. 16/ The estimated difference incorporates the
higher costs per gross square foot associated with federal construction,
along with the smaller ratio of usable to total space that results from the
design of federal buildings. The small sample of federal and private office
buildings, presented as representative of the type constructed by each
sector, found the cost per occupiable net square foot averaged $64.24 for
federal buildings compared with $38.64 for private buildings. IT/

The special costs of federal buildings can also reflect deliberate na-
tional policy decisions made by the Congress. (Any comparison of leased
and constructed buildings will inevitably involve a contrast of two facilities,
each offering advantages not necessarily identified in an analysis of costs
alone.) Examples of policies that dictate special design features often not
found in the private sector include mandatory access for handicapped
citizens, use of U. S.-made materials, and maintenance of certain labor
standards under the Davis-Bacon Act. Most of these factors can drive
building costs upward. The merits of government ownership may also be
determined by certain intangible and unquantifiable factors, such as pre-
serving architectural history or maintaining a dignified federal presence in a
local community. On the other hand, leasing of commercial facilities
provides flexibility that may be especially important when implementing
decisions to reduce the government-wide requirements for federal space.

Along with costs and savings, national policy preferences may emerge
as an important part of a lease-versus-construction decision. Because of
such preferences, attempts to compare the costs of buildings equivalent in
size and location inevitably involve buildings with other important qualities
that can differ greatly. Such considerations would argue for lease-versus-
construction decisions that do not rely solely on cost factors. The Congress
or the Executive Branch may, as a matter of policy, accept higher cost for
construction or leasing to achieve specific national objectives. Although the
benefits of these considerations cannot be quantified, the use of present-
value analysis could show the costs or savings of individual decisions based
on such qualitative considerations.

16. See Hanscomb Associates, Inc., Cost and Performance Study; A Com-
parison of Federally and Privately Constructed Office Buildings (July
1976), p. 6.

17. For a further discussion of factors that drive up federal cosits, see
Michael Fasano, "Why Public Buildings Cost So Much," Real Estate
Review (Spring 1981), pp. 78-82.

57



POLICY OPTIONS

In view of its concern about pro-leasing biases, the Congress has
considered several actions that would modify the current system. One
measure, already described in Chapter II (see Option H-2), would require full
funding of the cost of multi-year lease contracts. Other possible measures
include:

o Mandating a lower discount rate in Executive Branch cost-
comparison guidelines;

o Establishing a statutory target for the mix between leased and
government-owned facilities; and

o Allowing the Federal Buildings Fund to borrow from the U.S.
Treasury.

Option IV-1—A Lower Discount Rate in Cost-Comparison Guidelines

Cost comparisons are required under the current system to insure that
space for use by federal agencies is obtained from the most economical
source. Lowering the discount rate would improve the accuracy of
comparing the most efficient method of acquiring space; and it would also
remove a bias favoring leasing over federal construction and ownership.
Specifically, this option would replace the present 7 percent rate used in
cost comparisons with a 3 percent rate, which reflects the average real cost
of Treasury borrowing over the past two decades adjusted upward to include
average risks in commercial market mortgages. As borrowing experience
changes over time, a different rate may be more appropriate. 18/ In any
event, any choice of a discount rate would involve some degree of
uncertainty.

Though observers may agree that the current discount rate needs
revision, little consensus exists as to which particular rate to institute.
Whatever the value assigned, a discount rate is intended to reflect the
opportunity cost of expenditures by the federal government over different
periods of time. This option would apply a discount rate based on federal
borrowing, supplemented by extra private-market costs, because it offers an

18. As noted previously, the risk-adjusted real rate was close to 6 percent
in 1982; it is impossible at this time to determine whether this is a
short-term phenomenon reflecting monetary policy and adjustments to
lower inflation, or whether it is a harbinger of a new era of higher real
rates.
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appropriate method of determining the least expensive and most efficient
investment for meeting space needs.

Some critics of this option would favor a discount rate based on an
internal rate of return in the private sector, such as the 7 percent rate in
OMB Circular A-104 or a higher one. This rate would be offered as a more
accurate picture of the opportunity cost to society of federal acquisition
decisions. On the other hand, some critics might favor a discount rate based
on the cost of federal borrowing alone, without correcting for the higher
borrowing rate in the private sector attributable to the risk of financial
failure. This approach would maximize the construction of federal facilities
at the expense of inefficiencies in federal space acquisitions.

Finally, some critics might favor continued reliance on leasing,
regardless of cost comparisons, believing that this option would lead to
construction of more federal buildings that are too costly. In their view,
leasing represents the more appropriate method of obtaining space in light
of the need to reduce spending outlays (and hence budget deficits) during the
rest of this decade and the need for flexibility in the face of possible
contraction both in the size of the federal work force and in the amount of
space assigned per worker. They claim that a better approach to achieving
economies, under either the current or an accelerated construction program
would be to modify design standards and national policy requirements that
drive up federal construction costs. 19/ Some advocate an even more
drastic approach that would—in the interest of other budgetary
priorities—freeze new GSA construction of office buildings altogether.

Option IV-2—A Statutory Target for Mix of the GSA Inventory

To deal more directly with the problem of lease bias, the Congress
could simply stipulate a target for the mix of government-owned and leased
space. Similar provisions have been advanced in past legislative propos-
als. 20/ Consistent with past GSA planning, this option assumes
establishment of targets requiring an increase from 50 percent to 80 percent
over ten years, in the proportion of employees housed in government-owned

19. Information on potential savings from eliminating one statutory re-
quirement that increases the cost of GSA and other federal buildings,
the Davis-Bacon wage requirement, may be found in Congressional
Budget Office, Reducing the Deficit; Spending and Revenue Options
(February 1983), pp. 182-83 and in a forthcoming CBO study on the
Davis-Bacon Act.

20. In S. 533 prior to amendment and passage.
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buildings. The CBO estimates no changes in work force size or use of
federal space.

This option would require construction of some 18.6 million additional
square feet of office space during the 1985-1989 period—relative to the
substantive increase in government-owned space planned for delivery into
the GSA inventory before 1995—at an estimated added cost of $1.3 billion
over five years. Supplemental funds would have to be appropriated to the
FBF to provide this extra capital; if significant reductions were achieved,
however, in the size of the work force or in the use of space (as now being
considered by GSA) a 70 percent target could be reached in five years with-
out the additional construction. As an alternative to relying entirely on new
construction, the requirements for space might be partly satisfied through
providing GSA with authority to negotiate purchase options in lease con-
tracts, although the cost impact of such clauses would depend on individual
negotiations. In slack rental markets, such as those now characterizing
many metropolitan areas, attractive purchase prices might permit some in-
crease in government ownership at relatively low cost or even at a long-
term cost advantage.

Proponents of this option would argue that it represents the most dir-
ect and effective approach for dealing with the problem of lease bias. The
widely varying results of cost comparisons for projects of different size and
in different localities, however, underscores the danger of adopting arbit-
rary targets for acquiring types of space. Critics would prefer careful case-
by-case review of projects free of a targeted goal for government owner-
ship, and they would note that a mandated mix could lead to con-struction in
instances in which leasing might prove more economical. When all costs are
considered in present-value terms, the added shift to government-owned
space achieved entirely through new federal construction could eventually
cost nearly one-third more than the cost of leasing the 18.6 million square
feet. Conversely, achieving the over 60 percent portion in governmentowned
space suggested at the 3 percent discount rate would eventually yield
savings in present-value terms of about 30 percent (see Table 8, above).
From this perspective, modifications of comparison guidelines seem prefer-
able to abandoning the current decisionmaking process.

Option IV-3—Federal Buildings Fund Borrowing from the U.S.Treasury

This option would provide a supplemental source of resources for the
federal buildings program in the form of authority to borrow from the U. S.
Treasury. As a result of making such intragovernmental transactions per-
missible, decisions on the level of capital investment for new construction
(or for that matter on other components of the FBF program) would
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need no longer be limited by the availability of funds from tenant agencies1

SLUG payments. Alternatively, supplemental financing could be provided by
creating authority for Congress to appropriate funds for capital investment
by GSA.

Borrowing authority would be patterned after provisions included in
past reform legislation and considered by the Congress (S. 533 as introduced
and H.R. 6075). All GSA borrowing would be approved by the Congress
through an appropriation expressed as budget authority. Appropriation of
additional resources would allow for a higher level of new construction and
the associated long-term economies, which are now limited by constraints
of current FBF financing. In principle, the capital borrowed could be repaid
from eventual savings realized by reducing the amount of leased space.

Large sums of intra-governmental borrowing could be required to sati-
sfy certain policy changes concerning FBF program and financing. To cover
full funding of new multi-year leases (Option II-2), for example, borrowing
authority could accumulate to some $2.7 billion through 1984. Other bor-
rowing requirements, $1.3 billion over five years, could arise from accelera-
ted construction to alter the inventory's mix.

Besides countering some of the bias against construction, this option
would help improve accounting for interest costs associated with federal
construction. Interest costs associated with some federal buildings1 con-
struction—now hidden in appropriations for interest on the public debt--
would be included in the FBF account. In addition, the budget authority
appropriated for borrowing could facilitate review of the FBF program with-
in the Congressional budget process.

Critics, on the other hand, might express skepticism that this option
would affect budgetary decisions. They would point out that pressures to
hold down spending for the near future may depress the level of new federal
construction activity, regardless of borrowing authority or other changes in
the FBF account structure. Other critics would caution that borrowing
authority could lead to an outlay increase for new construction at a time of
severe budgetary constraint. Finally, some analysts would regard intra-
governmental borrowing for the FBF as unnecessarily complex and highly
artificial, especially because the GSA program does not operate as a govern-
ment corporation or a public enterprise.

From the perspective of some observers, the budgetary biases against
large near-term investments for new construction might be better righted
by re-enacting authority to use purchase contracting. (In the past, purchase
contract authority did allow substantial additions of government-owned
space to the GSA inventory.) This approach would probably supplant the
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need for Treasury borrowing, although budgetary costs to pay real estate
taxes and somewhat higher interest costs would rise. Critics would argue,
however, that spreading out the costs of government ownership would pre-
vent recognition of program cost commitments, as is now the case with
leasing. To these critics, there is no reason why FBF should escape fiscal
accountability through the budgetary manipulation of spreading costs and
private-sector borrowing.
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APPENDIX A. BUDGETARY ESTIMATES OF COMBINING
SELECTED OPTIONS

Many of the options considered separately in the chapters of this study
could be combined into schemes that would change the Federal Buildings
Fund program and its financing while significantly altering its treatment in
the federal budget. Three options in particular are being considered in
legislation now pending in the Senate. If enacted, the Federal Buildings
Reform Act of 1982 (S. 452) would bring about significant programmatic and
financial changes, including:

o Option II-2—Adopting full funding of costs for new multi-year
leases awarded in 1985 and subsequent years;

o Option H-3—Establishing budget authority for the FBF program
revenues, beginning in 1985; and

o Option IV-2---Establishing a statutory target for the mix between
leased and government-owned facilities according to which,
within ten years, 80 percent of the work force housed in GSA
facilities would occupy government-owned space.

These provisions, if taken together as proposed, would require FBF
budget authority totaling some $14.4 billion through 1988. Estimated
cumulative outlays through 1988, however, are projected to total only $10.6
billion. These smaller outlays would occur for two reasons. First, the bill's
requirement for full funding of multi-year leases would affect budget
authority but not outlays. Second, the award of contracts necessitated by
higher requirements for government-owned space—some $1.3 billion—would
be distributed in uniform installments over the five years 1985-1989, and
associated outlays would occur over an even longer period. The budget
authority and outlay estimates for both the current system and under new
financing assume no reduction in the size of the federal work force housed
in GSA-managed facilities or in the amount of space assigned each worker.

Table A-l displays projected budget authority and outlays under the
current system. Table A-2 shows projected budget authority and outlay
requirements for the FBF account alone, combining the effects of providing

65



budget authority for use of FBF revenues, full funding of leases, and grad-
ually accelerating construction to achieve a higher portion of government-
owned space. Table A-3 details the government-wide budgetary treatment
of the FBF under new requirements for restructuring the account to show
budget authority.

TABLE A-l. PROJECTED GOVERNMENT-WIDE FBF BUDGET
ESTIMATES UNDER THE CURRENT SYSTEM,
1984-1988 (In billions of dollars)

1984 1985 1986 1987 1988

BUDGET AUTHORITY

Tenant agency
SLUG payments a/ 2.2 2 A 2.7 2.9 3.1

Tenant agency
SLUG payments a/ 2.2

FBF account b/ -0.2

Total 2.0

OUTLAYS

2.4 2.7 2.9 3.1

-0.2 -0.2 -0.2 -0.2

2.2 2.5 2.7 2.9

SOURCE: Congressional Budget Office from General Services Administra-
tion data.

a/ The SLUG payments are included in the budget accounts of individual
tenant agencies.

b/ Outlay estimates in the FBF account represent the difference between
fixed income and gross outlays.
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TABLE A-2. PRO3ECTED BUDGET ESTIMATES FOR NEW FBF
FINANCING, 1985-1988 (In billions of dollars)

1984a/ 1985 1986 1987 1988

Budget Authority
Basic requirements b/
Net increase for full funding of
leases £/

Additional capital investment for
increased government ownership d/

Budget Authority Total
Outlay Total e/

2.5

0.7

0.2

3.4

-0.2 2.3

2.6

0.6

0.3

3.5

2.5

2.9

0.5

0.3

3.7

2.8

3.1

0.4

0.3

3.8

3.0

SOURCE: Congressional Budget Office.
a. Estimates for 1984 reflect current financing. Estimates exclude special

reimbursable activities.
b. Basic requirements to cover costs projected for the FBF, including

lease payments as currently budgeted.
c. Represents the net impact of full funding for multi-year leases over

basic requirements, which show budget authority in the years that lease
payments are disbursed rather than the full cost in year of contract
award.

d. Estimates assume that the 80 percent ownership requirement would en-
tail construction of 18.6 million square feet added to the level under
projected basic requirements, for a total government-owned inventory
of 110 million square feet.

e. The outlay estimates reflect various rates of spend-out for capital ex-
penditures (construction, repair, and alteration) both from projects
covered by new authority and from projects approved in the budget
before 1984.
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TABLE A-3. DETAIL OF PROJECTED GOVERNMENT-WIDE FBF
REQUIREMENTS UNDER NEW FINANCING, BY BUDGET
FUNCTION (In billions of dollars) a/

1984b/ 1985 1986 1987 1988

Tenant Agencies (multiple
functions as under current law) £/

Federal Buildings Fund, as proposed
(Function 800) £/

Interfund Adjustment, new entry
(Function 950) £/

Total

BUDGET AUTHORITY

2.2 2.4 2.7 2.9 3.1

N/A 3.4 3.5 3.7 3.8

N/A -2.4 -2.7 -2.9 -3.1

2.2 3.4 3.5 3.7 3.8

Tenant Agencies (multiple
functions as under current law) £/ 2.2

Federal Buildings Fund, as proposed
(Function 800) £/ -0.2

Interfund Adjustment, new entry
(Function 950) £/

Total 2.0

OUTLAYS

2.4 2.7 2.9 3.1

2.3 2.5 2.8 3.0

N/A -2.4 -2.7 -2.9 -3.1

2.3 2.5 2.8 3.0

SOURCE: Congressional Budget Office.

NOTE: N/A= Not applicable.

a. New financing begins in 1985. Estimates exclude special reimbursable
activites.

b. Estimates for 1984 reflect current financing.

c. Represents costs for SLUG payments budgeted by individual agencies.

d. Estimates for 1985 through 1988 also reflect other new FBF financing
requirements, including full funding of leases and an accelerated
construction program to increase government ownership of space.

e. Avoids double counting in government-wide budget totals.
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APPENDIX B. TECHNICAL CHANGES TO RECORD GROSS FBF OUTLAYS

This appendix provides an example of changes in budgetary program
and finance schedules that would give rise to gross outlays in the Federal
Buildings Fund account. The changes in program and finance schedules,
which are prepared by the Office of Management and Budget for the Appen-
dix to the Budget of the United States, would affect both the operating fund
accounts of each tenant agency and the FBF account of the General Ser-
vices Administration.

Although unconventional, the concept of the technical change is rela-
tively simple. Agency funds for standard level user charge payments would
be treated in both accounts as unobligated, rather than obligated, transac-
tions. (The amount affected in the example presented in Table B-l is $400.)
Implementation would require a change in OMB Circular A-11 (sections
32.1-32.4) covering the use and definition of budget schedule entries con-
cerning lapse or restoration of unobligated balances.
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TABLE B-l. EXAMPLE OF CHANGES IN ACCOUNT STRUCTURE
THAT REFLECT GROSS FBF OUTLAYS (In dollars)

Account Entry on Program
and Finance Schedules Current Proposed Change

TENANT AGENCY

Obligations (line 10)
SLUG payments
Other costs

Total

Unobligated Transfer of SLUG
Income to GSA (line 25)

Budget Authority (line 39)

Net Obligations (line 71)

Outlays from Net
Obligations (line 90)

400
3,000
5,400

—

5,400

5,400

5,400

5^000
5,000

400

5,400

5,000

5,000

-400

-400

+400

—
-400

-400

FEDERAL BUILDINGS FUND

Obligations (line 10)

Offsetting Collections
from SLUG (line 11)

Unobligated Transfer of SLUG
Collections from Operating
Agencies (line 25)

Budget Authority (line 39)

Net Obligations Incurred (line 71)

Outlays from Net
Obligations (line 90)

400

-400

400

-400

400

400

+400

+400

+400

+400

SOURCE: Congressional Budget Office.

NOTE: Line numbers in parentheses refer to the code entries in
program and finance schedules found in the Appendix to the
U.S. Budget.
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